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FOOD, AGRICULTURE, AND TRADE* 


THEODORE W. Scuuttz** 
The University of Chicago 


HE main, early, post war developments affecting food, agri- 
culture, and trade consist of: 

(1) The transition from grants and relief by lend-lease and 
UNRRA to purchases paid for by trade and loans; 

(2) Terms of exchange exceedingly favorable to farm products 
and food, but at their peak and likely to become much less favorable 
during the next year or two; 

(3) Greatly reduced incomes and decidedly poorer diets for most 
of the urban-industrial population of central and western Europe 
and austerity in food for the people of Great Britain; 

(4) Dividing the West from the East and in the process breaking 
up the trade between western Europe and countries to the east; 

(5) Controls over economic transactions by the occupying au- 
thorities in ex-enemy countries, and by governments in Europe 
generally giving rise to bulk buying, long term forward contracts 
for farm products, and additional protection for agriculture; and, 

(6) Several new international agencies to facilitate rehabilita- 
tion, exchange relationships, investments, and trade. 

Food and agriculture are among the newcomers in the United 
Nations. They married in order to join; the ceremony was simple. 
They appear to be possessed with unorthodox ideas on housekeep- 
ing and have, therefore, not been well received. All this portends 
no few stresses and strains. 

The focus on food has come mainly from nutrition, partly from 


* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 27, 1946. 


** In revising this paper I have benefited from the critical remarks and sugges- 
tions of Professors Jacob Viner and D. Gale Johnson. 
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the acute food shortages that have occurred since the end of the 
war, along with the anticipated surpluses that are likely soon to 
put in their appearance, and partly from the strong welfare orienta- 
tion and progressive leadership that characterizes FAO. The na- 
tionalistic focus on agriculture is of long standing and has now com- 
pleted a full cycle since the effective use of Ricardo’s classical 
doctrine to help repeal the corn laws, for England has returned to 
protection for farmers, going far beyond simple duties on imports. 
In the United States agriculture has emerged from the war sub- 
stantially enlarged, competitively strong, but deeply enmeshed in 
a price policy inimical to trade, and adverse to many necessary 
adjustments. Meanwhile, against heavy odds, the Department of 
State is endeavoring to achieve conditions favorable to multilateral 
trade in the spirit of 19th century doctrines and practices. 

Those who encourage the international focus on food want to 
achieve above all better nutrition in the world; those who support 
agriculture seek primarily more price stability for farm products; and 
those who favor multilateral trade want to attain greater efficiency 
in the use of resources among nations and, importantly, to keep an 
“open” society. 

Each of these goals—better diets, stability, and efficiency—is in 
itself a worthy objective. It is obvious, however, that thus far in 
this country little has been done to integrate the three objectives 
into a single consistent general policy. What has happened instead 
is that each group with its special interest has gone its own way re- 
gardless of the consequences of its proposals to others. This driving 
off in different directions with regard to food, agriculture, and trade 
is more pronounced in the United States than in other major coun- 
tries, and much harm is likely to result because the government of 
the United States is peculiarly vulnerable to this kind of separatism 
when it comes to high policy. The resulting inconsistencies cannot 
fail to have major adverse effects not only on domestic, but also on 
foreign affairs by adding further to the political and economic un- 
certainty that already so heavily burdens policy-making in that 
sphere. 

In this paper I propose to comment briefly on certain prevailing 
beliefs as to the nature of the problems that confront those trying 
to achieve better nutrition in the world, less price instability for 
farm products, and multilateral trade. I shall also comment on the 
basic forces shaping opinion and policies that have been emerging. 
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I shall then turn to the task of formulating these problems in an 
economic context in order to facilitate analysis, and I plan to go 
far enough to indicate major lines of action for integrating food, 
agriculture, and trade policies. 

The setting of this paper is of necessity primarily American, 
simply because I cannot do otherwise in view of my experiences, 
beliefs, and valuations. My terms of reference are the United States 
with its high and rising material wellbeing, growing expert person- 
nel in nutrition, rapidly advancing agricultural technology, and 
with its greatly increased responsibility in the world economy.' 


I 


Nutrition is both knowledge and a movement; as knowledge its 
economic effects are of two sorts: It changes the value that people 
as consumers place upon foods (one food relative to other foods and 
food as a whole relative to non-food items) and, it increases the 
efficiency of food, thus making it possible to achieve a given diet? 
with fewer resources (less land, labor and capital). Nutrition is also 
a social-political movement as more people come to support certain 
goals and measures with regard to food viewed by them as neces- 
sary in achieving the kind of diets that are essential for good health. 
Better diets, put forward as a social objective, makes a strong ap- 
peal to the underlying humanitarian values in our culture; more- 
over, nutrition has given to social welfare a specificity and an ap- 
parent objectivity® for which many good people have long yearned. 
So far, however, nutrition is a Western flower. It has grown in rich 
soil, flourishing in countries where food is relatively abundant, 
where population growth has greatly diminished if not stopped al- 
together, where the gloom of Malthus no longer holds sway and 
where Ricardo’s presupposition regarding the niggardliness of Na- 
ture** has been invalidated, not by words but by agricultural sur- 

1 Professor Jacob Viner stresses this development in his paper The Place of the 
United States in the World Economy (mimeo.) given before Conference IV, the 
Princeton University Bicentennial, October 8, 1946. 

2 By a “given diet” I mean here a diet specified in terms of (a) its nutritional 
value, and (b) its capacity to satisfy people’s taste. The discovery that carrots 
grown in certain areas are much more nutritious than those grown in other sections 
with no other discernible differences, including no difference in cost, makes it pos- 
sible to achieve a given diet with fewer resources. 

5 The Recommended Dietary Allowances of the Food and Nutrition Board of 
the National Research Council are a striking example. See Table I, p. 114, Food for 
the World, edited by Theodore W. Schultz, University of Chicago Press, 1945. 


eT have in mind here, more specifically, Ricardo’s basic assumption that the 
production function of land is uniquely fixed. 
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pluses. With so much food at hand, and farmers (in Western coun- 
tries) ever ready to produce more, a fact which has been amply 
demonstrated during the war, why should the mass of people in 
the world continue to suffer from inadequate diets? Many nutri- 
tionists view the failure to use our food producing resources satis- 
factorily as merely a special case of poverty amidst plenty; nor is it 
difficult to understand why it should appear to them that the eco- 
nomic mechanism is to blame for this paradox. They ask: Do not 
most economists after all go back to a backward agriculture and to 
a time when little was known about nutrition for their doctrines 
and inspirations, back to Malthus on population, to Ricardo on 
food supply and to Say on the nature of the market? 

Those interested in food and nutrition have recently put their 
case as follows: “The world needs more food both to feed more 
people and to feed people better.” To achieve their 1960 target, 
“original calories would have to be increased by 90 percent in com- 
parison with prewar value. Fifty-five percent of this increase is ac- 
counted for by improvement in the diet and 35 percent by popula- 
tion growth . . . in the less developed countries (this) will require a 
great expansion in agricultural resources, and indeed in all other 
resources as well. Large increases in imports may be needed also. 
That would call for expanded production in exporting countries as 
well as production of commodities in the importing countries to 
trade for food. Nothing less is involved than a transformation of 
life in all its aspects which challenges the best efforts of science and 
industry, government and peoples.” They contend that the needed 
additional food “will not come automatically.” Positive interna- 
tional action will be necessary. “Without adequate international 
action, not only will the world’s requirements for food not be met; 
there is danger of a regression to the trends of the 1930’s, when the 
most technically advanced agriculture in the world had to repudi- 
ate its own progress and restrict production to avoid economic dis- 
aster.” To avoid a return to restrictionism in agriculture and to 
achieve the desired nutrition goals ““A New Kind of Planning (is) 
Needed.” 

Turning now to agriculture we find much that is old: Tariffs have 
not lost their glamour and every farm product that can conceivably 
be imported is a candidate for protection. The lowering of tariffs 


* Food and Agriculture Organization of the United Nations, World Food Survey, 
Washington, D. C., 5 July 1946. Pp. 19, 20, 25, 26, and 29. 
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comes hard and slow regardless of party vows and the good inten- 
tions of officials. On the export side the fine art of dumping has been 
made te serve many farm products. But to protect and dump is all 
very old. To these, however, have been added proposals for collec- 
tive action on behalf of agriculture in the international sphere, no- 
tably commodity agreements and a world food board. 

In most Western countries, certainly in the United States, farm 
people have become aware of their capacity readily to produce more 
food, more feed, and more fibers, and they also realize that it is very 
difficult to achieve a contraction in production, one of the lessons 
that the AAA has unwittingly taught them. Expansion in output 
comes easily in the more developed countries with improvements in 
skills and the availability of better techniques and more capital. 
Those who speak for agriculture see the production of farm products 
caught in this forward surge, and they are prone to ascribe the 
emerging surpluses not so much to maladjustments in production 
as to shortcomings of the miarket. 

Leaving aside for the moment the specific vested interest in pro- 
tection and in dumping, the primary correctives for the shortcom- 
ings of the market for farm products as viewed by those who seek 
to advance the interest of agriculture are two-fold: (1) The size of 
the market should be increased'—people should have more and 
better food, and (2) farm prices should be made more dependable— 
heretofore they have been altogether too unstable. Obviously, in 
the first of these issues there has occurred a natural joining of hands 
of agriculture and those interested in better nutrition, and in the 
latter, of agriculture and those concerned about the cyclical in- 
stability of employment, production, and income of the economy 
as a whole. 

It hardly seems necessary to outline the developments that have 
put this country in the forefront promoting freer trade arrange- 
ments: There is the reaction to the Smoot-Hawley episode, a tariff 
hike identified with the Great Depression, the achievements of a 
Secretary of State determined to free the channels of trade, and 
more recently the growing realization that the long run interest of 
the United States with its advanced technology and ability to pro- 
vide capital lies in the policies of Cobden and Bright as Great 

5 The strength of this belief is manifest in the underlying assumption of the 
Hope-Flannagan Bill, Public Law No. 733, 79th Congress, authorizing much larger 


appropriations for the support of agricultural research with special emphasis upon 
studies to improve the market. 
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Britain relinquishes her leadership in industrialization and as a 
source of capital. The basic ideas supporting the doctrine of free 
trade are, however, not new. They are classical. They represent the 
fruit of economic analysis applied to the problem of achieving world 
wide efficiency in the use of resources and in practice have proven 
especially advantageous to countries in the vanguard in finance, 
industrial techniques and skills. 

Three distinct goals emerge, one each for food, agriculture, and 
trade, which we have seen fit to call better diets, more stable farm 
prices, and greater efficiency in the use of resources. These goals, how- 
ever, represent a mixture when it comes to ways and means, and in 
this, as has already been indicated, they are not at all points con- 
sistent one with another. Non-economic considerations are also in- 
volved but these we shall leave aside. Our next task, therefore, is to 
try to isolate and identify the more important characteristics of 
each goal as a policy objective in terms of the conditions and insti- 
tutions required to achieve the goal in the context of the problem at 
hand. 

Let us take first the objective of better diets. With the state of 
knowledge about nutrition and taste given,® better diets go with the 
better incomes; as incomes rise, diets improve; the income elasticity 
for food of people in the higher income brackets, even of all people 
taken together in a rich country like the United States, is relatively 
low, while in the lower income brackets and in the poor, less de- 
veloped countries it is relatively high. Again, with knowledge and 
taste given, the relation between diets and income indicates that 
the heart of the matter is to be found in the level and distribution 
of incomes.’ Raising the level of incomes by increasing production 
is, of course, straightforward in its economic implications, although 
the task of attaining more real production per head is far from easy. 
Major unsettled issues, however, arise when the personal distribu- 
tion of income is considered, issues both in analysis and in practice. 

* I do not want to leave the impression here that our knowledge about nutrition 
is perfect. Obviously, more expert knowledge is needed requiring experimentation, 
analysis, study, combined with much trial and error. Even more patent is the fact 
that the people acting as consumers or as agents to feed others do not possess for 
the most part even the most elementary knowledge about what is now known by the 
experts in nutrition. The task of advancing knowledge in this context, however, 
presents no new economic issues: It requires plans, organization and fans for edu- 
cation in order to disseminate, diffuse, and demonstrate through public and, private 
channels what is known and funds for research to add to our expert knowledge. 

7 This assumes, for the moment, that the cost of food relative to other products 
and services is not altered. 
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In this, the primary unsolved problem that confronts those who 
seek to advance the objective of better diets in the world is the pre- 
vailing inequality in incomes, both within and between countries. 
The adverse effects of this inequality upon food consumption are, 
however, much less acute within the more highly developed coun- 
tries, because with a high level of income diets are generally among 
the best and because the state has employed the progressive income 
tax and other measures to lessen somewhat the adverse effects 
of the unequal distribution of incomes among persons; but when we 
turn to the international sphere this problem and the way it im- 
pinges upon food is especially acute. Moreover, as yet no rules, 
principles, and institutions have been developed, first to check and 
then to lessen the very wide gap as between different nations in 
income per head, that is, between the backward, least developed, 
and the more highly developed industrial countries.® 

At this point this problem can best be put as follows: Is it feasible 
and desirable to develop social and political institutions to check, 
and also eventually lessen, the income inequality among people 
located in different parts of the world, between those in the less and 
the more highly developed countries? Institutions of this type 


8 In The Conditions of Economic Progress (Macmillan, 1940) Colin Clark includes 
a table (facing page 148) giving the national income produced per head of working 
population, including individuals working and unemployed on a basis of a 48-hour 
week. > — figures that follow income is expressed in terms of Mr. Clark’s Inter- 
national Unit. 


United States India Difference between 
U.S. & India 

1870 730 112 618 
1880 8138 140 673 
1921 1160 198 962 

Sweden Japan Difference between 

Sweden & Japan 
1877-85 209 (1887) 72 137 
1914 499 132 367 
1922 572 183 389 
1930 704 295 409 
1936 804 337 467 

Australia Italy Difference between 

Australia & Italy 
1901 645 210 435 
1914-15 742 (1913) $28 414 
1925 1051 350 701 


1934 1094 399 695 
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would of necessity have to be international in their design. The 
question, however, arises—have people, particularly in Western 
countries, who enjoy positions of advantage, reached the stage 
where their humanitarian values and their ideas with regard to wel- 
fare, encompass and include other nationals?? The focus on food 
that has come with the advances in nutrition does indicate just this. 
The first impulse seems to be to proceed on a kind of ad hoc basis— 
in time of war to be generous with lend lease, in the event of emer- 
gencies provide food for relief, and now when surpluses accumulate 
it is proposed to make them available to the poor of other countries. 
But in all this no guiding principle or over-all institutions have 
emerged. The whole thing is very much on a hit-and-miss basis. 
Moreover, many real difficulties will arise when an effort is made to 
proceed more systematically. We need to examine whether it is 
possible to do so (a) without perverting international agencies 
whose functions it is to operate countercyclically, (b) without rais- 
ing new barriers and reducing the incentives for international trade 
and investment, and (c) whether other grants and aids, other than 
food, may not be better in achieving the expectations that go along 
with the goal of greater equality. 

Much of what has been proposed with regard to food in the inter- 
national sphere does not fit into the cost-utility calculus of eco- 
nomics, of relative prices to guide production and consumption, to 
achieve economy. In fact, a good deal of what has been said has not 
only been naive but has been patently misunderstood by those who 
are concerned about economy, simply because some of the pro- 
posals for better diets have been rationalized in a cost-utility frame 
of reference: whereas a very basic element of the problem is not 
amenable to this formulation. Much confusion and misunderstand- 
ing has arisen from the failure to identify and isolate the effects of 
the inequality of income on food consumption, inequality that is 
not lessened by trade or by countercyclical measures.’° 

Next let us consider farm product prices from the point of view 

® An interest in this problem also arises for other reasons: The growing awareness 
of people generally in the world of their lot compared to others more favorably 
situated gives rise among people in backward areas to restlessness and to political 
tensions and pressures. To counteract these, partly for reasons of security, people 
enjoying the highest real incomes may wish to take cognizance of the problem of 
income inequality. 

10 T do not want to leave the impression here that trade, foreign investments and 
full employment are not the primary means for bringing the real incomes of people 


up in the less developed areas of the world. I shall take up this point in Section III 
of this paper. 
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of instability. There are many different facets—seasonal, cyclical, 
and secular characteristics are discernible. Price instability in each 
of these temporal situations may originate either on the supply or 
the demand side. All too little has been done to identify with care 
the particular types of price instability affecting farm products that 
can be dealt with on the international level. FAO in its proposal for 
a World Food Board boldly but indiscreetly embraced altogether 
too much when it indicated that the first function of this board 
would be “To stabilize prices of agricultural commodities on the 
world markets...’ Little can be gained from this formulation 
for it actually gives no clue whatever for identifying the particular 
type of price instability that may be amenable to international 
action. 

It is quite apparent that the war and its early aftermath put farm 
prices in a most favorable position. In the United States farm prices 
soared to a legal parity of 132 in October 1946. Surely, it should not 
be the objective in achieving greater stability for farm product 
prices to maintain these very favorable terms of exchange for agri- 
culture. A major price transition is necessary and with it will come 
considerable instability in farm product prices. To delay, however, 
this transition when peacetime supply and demand conditions war- 
rant lower relative prices for primary products would indeed do 
much harm. I am sure it was not the intention of those who pro- 
posed the World Food Board to resist or impede this transition in 
prices even though it causes considerable instabiltiy. 

Acute food shortages, reaching the famine stage, in many parts 
of the world recently, once again, have focused attention upon crop 
failures as a cause of sudden scarcities and of price instability, as 
did the unprecedented droughts of 1934 and 1936 when we took 
steps to establish the ever-normal granary. Are year to year varia- 
tions in food production a primary cause of instability requiring 
remedial action by an international agency? The FAO report tells 
us that the second function of the proposed World Food Board 
would be, “To establish a world food reserve adequate for any 
emergency that might arise through failure of crops in any part of 
the world.” Yet, despite this belief that positive action is needed, 
the experience of prewar years does not seem to indicate that a 


1 Food and Agriculture Organization of the United Nations. Proposals for a 
World Food Board, Washington, D. C., 5 July 1946. P. 11. 
22 FAO, Proposals for a World Food Board. P. 11. 
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world food reserve is required, in addition to stocks and other sup- 
plies held on private and public account prior to the war, to avoid 
food shortages when crops are poor or fail in some parts of the 
world.'* When war has torn asunder the fabric of trade and finance 
and many nations are dependent upon relief and allocations for 
food, control by some kind of international agency is virtually in- 
dispensable regardless of the causes that happen to give rise to the 
particular food scarcities. In this context the International Emer- 
gency Food Council has served and continues currently to serve an 
important and necessary function. But here again, as war-torn con- 
ditions recede and stocks accumulate, even though they do not 
reach prewar levels, it may well be that the aggregate year to year 
variations in food production can be cushioned adequately by such 
stocks. In fact, the stocks of many storable basic foods were, if 
anything, excessive prior to the war when looked upon as offsets to 
shortages caused by adverse weather and low yields. 

There are, of course, other causes for instability of farm product 
prices. The strictly seasonal increases and decreases in outputs il- 
lustrated by eggs represent an important type. The swings in pro- 
duction commonly ascribed to the hog and the beef cattle cycles 
constitute another. In these cases we need to ask, however, are the 
resulting fluctuations in farm product prices appropriate grist for 
an international agency authorized to stabilize farm product prices? 
The answer, at least for the preesnt, appears to lie in the negative. 
I can hardly visualize how an international agency could come to 
grips with this type of price instability even if it had a mind to do 


These negative observations should suffice to make plain the 


13 If we take prewar production and carryovers as a benchmark it appears that 
countries that depend mainly on cereals for food and, therefore, have little or no 
opportunity of using feed grain as food, can in the event of a short crop buy extra 
food grain abroad. The limiting factor in peacetime has been primarily financial. 
People in these countries simply have not had the resources to buy imported food 
grains even though supplies were readily available. In the case of feed supplies, 
there is much merit in establishing a large reserve in the United States. The gigantic 
livestock economy (cattle, hogs, sheep, chickens and dairy) of this country is geared 
to a feed supply that varies greatly from year to year, and private carryovers have 
been altogether too small to compensate for even minor dips in feed output. Nor 
are there feed supplies in other countries, on which the United States can draw, 
sufficient to give any appreciable relief in holding livestock production steady. 

13a These product cycles are confined mainly to animal products, and storage or 
buffer stock operations are, for the most part, not applicable because of the perish- 
ability of the products. The rate of output of these products is a function of feed 
supplies and feed supplies cannot be kept even by countercyclical operations. 
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need for identifying the instability in farm product prices for which 
international action is deemed necessary. I am prone at this stage 
to narrow and even limit the field to that instability associated with 
the periodic fluctuations in aggregate demand caused by the un- 
stable character of the economy of Western industrial countries. 
This, of course, is the problem of the business cycle. It strikes two 
ways when depression conditions prevail: In secondary and some- 
what less in tertiary industries, it gives rise to mass unemployment; 
and, in primary industries, to ruinously low product prices." In the 
case of agriculture, in general, producers apply about the same pro- 
duction efforts regardless of short run changes in economic condi- 
tions and the aggregate output of food, therefore, fortunately, does 
not follow the vicious rhythm of booms and busts. But the prices 
that producers receive are exceedingly sensitive to these short run 
changes in economic expectations and accordingly with output 
stable their income is notoriously unstable. A large number of im- 
portant primary products enter world trade in substantial volume, 
sufficiently so to be affected by the prices of other countries, other 
than the countries in which the products are produced. The princi- 
pal question here can be put as follows: Is it feasible and desirable 
to counteract this type of price instability by some international 
agency? Clearly, no such agency now exists. The International 
Bank for Reconstruction and Development is not authorized to 
undertake this task, nor is any other existing international organi- 
zation. 

To analyze the economic issues that this problem presents it is 
necessary, first, to identify the instability in farm product prices 
focusing at this stage strictly on the instability caused by the cycli- 
cal rise and fall in aggregate demand; second, to ascertain to what 
extent it is possible to counteract this type of price instability by 
national policies and programs without jeopardizing the objective 
of multilateral trade; and third, if national measures are not ap- 
propriate, to examine whether or not other more indirect means are 
better suited to this task when it is undertaken by an international 
agency. We shall return to these issues in the last section of this 
paper. 

The third goal which we listed at the beginning of this section, 
that associated with multilateral trade, the goal of efficiency in the 


14 There are some primary industries that suffer from unemployment also. 


12 THEODORE W. ScHULTz 


use of resources in an interdependent world economy, has back of 
it the full weight of classical economics demonstrating the advan- 
tage of unfettered trade in bringing about in the long run the most 
efficient use of world resources. There is, therefore, no point in 
laboring the characteristics of this goal in its economic setting. We 
pass, therefore, to some reflections on policy pertaining to the three 
spheres—food, agriculture and trade; better diets for more people in 
the world, less instability in farm product prices caused by the 
short run fluctuations in aggregate demand, and more efficient use 
of resources as among nations. 


III 


In opening this section on policy it may not be amiss to remark 
that the economic foundations for both low or no trade barriers and 
for multilateral trade, for whatever trade did occur, are well estab- 
lished, an acceptable policy doctrine exists and the necessary insti- 
tutions have been tried and tested.“ Here then, we are on firm 
ground except in dealing with state trading and the socialization 
now growing apace in many countries on the one hand, and the 
concentration of economic power in fewer private trading firms on 
the other. Even so there is a positive policy design, singularly suita- 
ble and highly advantageous to the United States at this juncture 
of her economic development. Policy to counteract instability, how- 
ever, does not have nearly so solid a base. Although this issue has 
been decidedly in the forefront in recent decades, especially since 
World War I, the problem of instability has not been resolved suf- 
ficiently to indicate what are the basic causes of the recurring short 
run fluctuations in aggregate demand. Among the schools and doc- 
trines, none has had the strength to win the field. Countercyclical 
policy, accordingly, is in a much more unsettled state than is trade 
and investment policy when these abstract from or disregard in- 
stability. Despite the present state of enlightment some steps will 
be taken to try to avoid at least the more extreme phases of the 
business cycle. The dangers of another major depression hang like a 
Damoclean sword over international economic affairs; the fear of 
mass unemployment and ruinously low primary product prices 
haunts both small and big nations dependent upon capitalistic in- 

% There has been one historic dissent from this doctrine, namely, that a nation 


in the early stages of industrialization is at a considerable disadvantage in compet- 
ing with the products of a country where industry is a going concern and well estab- 


lished. 
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stitutions. To make any substantial progress in international eco- 
nomic relations, therefore, it will be necessary to allay this deep- 
seated fear. 

The problem of welfare economics—viewed internationally tak- 
ing cognizance of the growing inequality in income between the less 
and the more highly developed countries, including its implications 
for nutrition—does not as yet have an economic rationale on which 
to build. Welfare economics where it deals with inequality is still 
strictly a national seedling, frail and not of healthy growth. Super- 
ficially, this problem does not seem as pressing as does the cycle; 
and if this is not an illusion, there should be time to think through 
and establish an acceptable foundation for welfare economics ap- 
plicable to world conditions." 

Let us now turn to the major proposals in each of these three 
spheres and reflect briefly in closing on their respective limitations, 
especially as they relate one to another. Take first the proposals for 
achieving conditions more favorable for multilateral trade. Given 
the long view there can be little doubt that these proposals would 
induce a better use of the productive resources of the world than 
would otherwise occur. The implications of this achievement to 
agriculture and food is all too often overlooked by those concerned 
mainly with the short run maladjustments adversely affecting 
farmers and consumers. Much of the problem of chronic surplus of 
farm products is basically caused by too many resources devoted 
to farming, primarily an excess supply of labor engaged in agricul- 
ture. If costs of production are to approach that minimum and 
rewards to factors that maximum consistent with an optimum utili- 
zation of resources, it is necessary to continue to transfer much 
labor out and capital into agriculture.’ A general lowering of tariffs 
and the removing of restrictions on foreign investments would give 
extra impetus to the expansion of production in secondary and 
tertiary relative to the primary fields, not only within the less but 
also and especially and more directly in the more highly developed 
countries. Nutritionists generally, and many professional workers 
in agriculture apparently do not realize the extent to which Western 
countries have made some sectors of agriculture a refuge for labor 
"16 Economic welfare in this context focuses upon the effects of changes in the dis- 
tribution of the “international” dividend; it is in keeping with Pigou’s analysis in 
Part IV of The Economics of Welfare. 


168 See chapters III and IX of my book Agriculture In An Unstable Economy, 
McGraw-Hill, 1945. 
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resources engaged in inefficient lines of production, inefficient in 
terms of alternative employment if the channels for trade and in- 
vestment were cleared. Nor should it be assumed here that it is 
only the major food deficit countries that err in this connection; 
upwards of half of the farms in the United States are unbelievably 
inefficient in this context; these farms have a labor productivity 
far below that of most farmers in Western Europe, whereas when 
we consider the general level of output per head in the United 
States they should be much higher. 

The Monetary Fund and the International Bank are important 
stepping stones on the road toward lower trade barriers; one much 
needed stone, however, is missing. Instead of finding it and putting 
it into place, ill-conceived detours have been undertaken which 
may seriously endanger the whole procession. No satisfactory inter- 
national arrangements have been made to deal with the unstable 
character of the Western economy. Professor Jacob Viner has ob- 
served, “...a major point, on which . . . planning in the interna- 
tional financial field, so far as that planning has been made public, 
is seriously lacking in its scope . . . is the problem of international 
co-operation to avoid mass-unemployment.””” It seems to me that 
those responsible for the American proposals!* have been making 
the mistake, first of believing that lower trade barriers and multi- 
lateral trade will adequately enhance economic stability, second, of 
not giving the problem of instability the weight it deserves, and 
third, of letting anti-cyclical measures enter through the back door, 
measures of a type that are likely to compromise seriously the long 
run objective of multilateral trade. 

Not enough stress has been put on the point that multilateral 
trade even under favorable circumstances is not likely to suffice 
to assure avoiding mass-unemployment and ruinously low primary 
product prices. Lower trade barriers tend to raise the quality and 
not the quantity of employment. They do not necessarily stabilize 
product prices cyclewise. Professor Viner also rejects the argument 
that routine, unplanned export of capital promotes either a greater 
volume of employment or more stability of employment.!® Nor do 


17 “International Finance in the Post-War World,” Lloyds Bank Review, Oc- 
tober, 1946, p. 12. 

18 T refer here to the Proposals for Expansion of World Trade and Employment, 
November, 1945; and the Suggested Charter for an International Trade Organization 
of the United Nations, September, 1946, both by the Department of State. 

19 Viner, already cited. P. 14. 
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unplanned capital exports neutralize the adverse effects of business 
depressions upon farm product prices. 

The main proposals for achieving greater stability in employment 
and in primary product prices are as follows: Viner believes that 
“an International Employment Stabilization Fund” is required 
“endowed with very great financial resources” much like the Inter- 
national Bank, “but on a scale perhaps three to four times as 
great.’° In this approach the primary reliance is put upon anti- 
cyclical investiaent operations; purchase and sale of commodities 
are, however, not excluded in Viner’s plans for he indicates that a 
program “‘of accumulation of stocks of basic commodities for com- 
modity stabilization and for the maintenance of ‘ever-normal gran- 
aries’ could readily be fitted into the operations of this agency.” 
Riefler has taken the recommendation advanced by The League of 
Nations Delegation on Economic Depressions” for an International 
Buffer Stock Agency and has outlined the form of organization, the 
nature of the capital funds and borrowing power required and the 
procedural safeguards for such an agency.”* The Twentieth Century 
Fund report on Foreign Economic Relations chaired by Riefler does 
not exclude investment operations, for it urges that the instructions 
of the International Bank be amended so that the Bank will act 
as a “contracyclical instrument to stabilize the flow of foreign in- 
vestment.” The report, however, takes a more positive position 
favorable to buffer stocks in asserting that, “A balanced foreign 
economic program adequate to deal with international aspects of 
the problem of depression also requires a ‘buffer stock’ policy.”™ 
In the case of the World Food Board suggested by FAO it would 
operate through commodity committees to stabilize prices but it 
would not be restricted to countercyclical operations. Nor is there 
any provision for investment activities, other than that involved in 
buying commodities, to keep primary product prices from becoming 
depressed or for that matter to keep mass-unemployment from oc- 
curring. The proposed World Food Board, however, would have a 


20 Viner, already cited. P. 16. 
21 Viner, already cited. Pp. 16-17. 

22 League of Nations. Economic Stability in the Post-War World, Part II, Chap. 
XIX and part of Chap. XXI, 1945. Riefler was chairman of the Delegation that 
prepared this report. 

%3 Winfield W. Riefler. “‘A Proposal for an International Buffer-Stock Agency,” 
Journal of Political Economy, Vol. LIV, No. 6, Dec. 1946. 

24 The Twentieth Century Fund. Report of the Committee on Foreign Economic 
Relations, 1946. P. 17. 

% The Twentieth Century Fund, already cited, p. 20. 
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number of additional functions which we do not need to consider 
here. Next, let us take the suggested charter for an International 
Trade Organization put forward by the Department of State.* 
Here the task of achieving full employment is not viewed as an in- 
ternational undertaking but to be left to each country since, “Each 
member shall take action designed to achieve and maintain full 
employment within its own jurisdiction through measures appropri- 
ate to its political and economic institutions.”?” Not even inter- 
nationally negotiated and planned synchronization of national fiscal 
policies, weak as that would be, has been proposed. To deal with 
primary products the suggested charter for ITO endorses inter- 
governmental commodity agreements to regulate production, trade 
and prices when “the root causes of the problem” are either a 
“burdensome surplus of the product” or unemployment in the par- 
ticular industry producing the commodity not related to general 
business conditions.”* The governing principles seem to be designed 
to deal with long run maladjustments in production, with the prob- 
lem of excess supply of resources in sectors of agriculture for ex- 
ample, and not with short run fluctuations in aggregate demand.”** 

From one point of view it might be argued that these proposals 


26 Department of State. Suggested Charter for an International Trade Organization 
of the United Nations. September, 1946. 

27 Department of State, already cited, Chap. III, Article 4, p. 2. 

28 Department of State, already cited. From article 45, p. 31, I quote, “Members 
agree not to enter into intergovernmental commodity agreements involving the 
regulation of production, trade or prices, except after 

a. investigation by the Study Group of the root causes of the problem which 
gave rise to the proposal; 

b. determination, under procedures established by the Organization in accord- 
ance with paragraph 6 of Article 55, either 

1) that a burdensome surplus of the product concerned has developed or is de- 
veloping in international trade and such burdensome surplus would, in the absence 
of specific governmental action to prevent it, be accompanied by widespread dis- 
tress to small producers accounting for a substantial portion of the total output and 
that these conditions cannot be corrected by the normal play of competitive forces 
because, in the case of the product concerned, a substantial reduction of price leads 
neither to a significant increase in consumption nor to a significant decrease in pro- 
duction; or 

2) that widespread unemployment, unrelated to general business conditions, 
has developed or is developing in respect to the industry concerned and that such 
unemployment cannot be corrected by the normal play of competitive forces rapidly 
enough to prevent widespread and undue hardship to workers because, in the case 
of the industry concerned, (i) a substantial reduction of price does not lead to a sig- 
nificant increase in consumption but leads, instead, to the reduction of employment, 
and (ii) the resulting unemployment cannot be remedied by normal reemployment 
processes. 

28a The San Francisco charter and agreements appear to call for more interna- 
tional action to avoid widespread unemployment than the suggested charter pre- 
pared by Department of State provides for. 
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are not alternatives because each deals with a somewhat different 
problem and accordingly what matters is whether they complement 
each other and whether each is necessary. The State Department 
would use commodity agreements to remedy chronic maladjust- 
ments in supply caused by excess supply factors in a given primary 
production field. Riefler’s plan is for a separate international agency 
to stabilize the prices of primary commodities cyclewise. Viner puts 
commodity stabilization operation into a secondary place making 
it a part of an international agency that engages chiefly in invest- 
ment operations to avoid mass-unemployment and, presumably in 
doing this, also lessen substantially the short run fluctuations in 
primary product prices. 
* * * * 


Put as alternatives, I believe that if we were successful in keeping 
employment at a high and even keel most of the need for counter- 
cyclical operations in the commodity field would disappear. If 
Viner’s proposal for an International Employment Stabilization 
Fund were adopted and if thereby unemployment were kept from 
falling below, let us say, 5 percent of the labor force, when the ag- 
gregate demand started to decline cyclewise, commodity prices 
would no longer be burdened with that excessive instability char- 
acteristic of them since World War I. Failing, however, to achieve 
this goal,”* an International Commodity Organization would be pre- 
preferable to specific commodity agreements for the purpose of 
counteracting the short run fluctuations in demand caused by the 
cycle. Commodity agreements as conceived by the State Depart- 
ment are not suited for buffer stock operations strictly counter- 
cyclical in nature.*° A commodity agreement deals with a single 


2° Even if an international agency were established with ample resources and in- 
structions to avoid mass-unemployment, it would probably take considerable time 
to develop appropriate investment operations and a procedure that would command 
sufficient confidence to make it possible to keep unemployment from rising to sub- 
stantial levels when aggregate demand fell cyclewise. It might take years for business 
expectations to come to reflect confidence in these countercyclical operations. Until 
this occurs, purely as a safety measure, (a) the scale of operations of the anti- 
cyclical agency would need to be greater, and (b) there would be a greater call for 
buffer stock operations. 

50 It is my impression that those in the United States Department of Agriculture 
favoring commodity agreements take a much more “nationalistic” point of view 
than that expressed in the State Department proposals. Leading spokesmen for the 
U.S.D.A. seem to view commodity agreements as an “orderly” means for bailing 
out domestic agriculture caught as it is in a snarl of price supports, export subsidies 
and production controls. This view also fits in readily with the strong protectionistic 
position of important commodity pressure groups in agriculture. 
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commodity and it therefore becomes oriented toward the particular 
production, trade or price problem of that commodity. 

National programs for agriculture may be looked upon as still 
another way of counteracting short run fluctuations in aggregate 
demand. Programs to support farm product prices are in this cate- 
gory; another consists of income payments countercyclical in de- 
sign. Compensatory income payments to farmers during a depres- 
sion have the merit of keeping the channels of trade open and also of 
avoiding production controls. The cost of this approach is suffi- 
ciently great to keep most countries with primary producers who 
are most vulnerable from providing this kind of income protection. 
In general, the wealthier the country and the smaller the proportion 
of its output in primary products the better it is situated to 
undertake income payments to farmers to offset the adverse ef- 
fects of business fluctuations. In any case, income payments of this 
type are not intended to stabilize farm product prices; these would 
continue to fluctuate as before except as the income payments 
themselves might cushion slightly the fall in aggregate demand. 

Price support programs on a national basis for products that can 
be stored are in substance miniature buffer stock operations. In 
principle, in the case of products entering world trade, the country 
operating a price support program does cushion the downward 
movement of world prices by its buying and storage operations, 
unless it resorts to export dumping. National programs of this type 
are also too costly for all except the wealthier countries; they have, 
in addition, some major disadvantages compared to income pay- 
ments in that they tend either to clog the channels of trade or to 
bring about export dumping. 

Lastly, then, we come to the proposal of FAO for achieving better 
diets where income is inadequate. We leave aside here the benefits 
that can be realized from the extension of knowledge with regard to 
nutrition, from industrialization, from the export of capital, tech- 
nology and skills and from trade. At this point we are not apprais- 
ing measures to increase the productivity of people and thereby 
increase their real income and their ability to acquire more and 
better food. With incomes as they are what can be done? The FAO 
suggests this: “Provide funds for financing the disposal of surplus 
agricultural products on special terms to countries where the need 
for them is most urgent.’ 


31 Food and Agriculture Organization of the United Nations, Proposals for a 
World Food Board, Washington, 5 July 1946. P. 17. 
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Within the more advanced countries a few programs have been 
developed to supplement the diets of people with inadequate in- 
comes without obstructing trade and investments, that is, without 
reducing the efficiency of the economy in terms of resource alloca- 
tion. In fact some additional efficiency may have been achieved, 
especially if we take the long view. These devices, however, do not 
appear to be applicable to India, China, and other countries in the 
early stages of industrialization. Three major considerations arise: 
(1) Can “‘surplus”’ food be allocated to the less developed countries 
and distributed and not affect adversely trade and investment and, 
importantly, the necessary transfer of resources out of some major 
sector of agriculture? Tentatively, the situation points to a negative 
answer. (2) When steps are taken to help people whose food needs 
are the most urgent, can the food be distributed in ways that will 
not induce further population growth? My guess is that we do not 
know. (3) Lastly, why focus on “food” rather than on the general 
standard of living? Are we not in danger of over-emphasizing food 
relative to clothing, shelter, fuel and medical care by this pro- 
cedure? What we want to see achieved are higher real incomes per 


person. To do this the main goal must be higher productive capac- 
ity. 


REVIEW OF PROFESSOR SCHULTZ’S PAPER* 


Joun D. Biack 
Harvard University 


ROFESSOR SCHULTZ’S paper is an excellent and well- 

reasoned analysis of a highly involved and difficult subject. 
For me to enumerate all the points on which he and [I are in full 
accord would call for almost a restatement of his whole analysis. 
Attention must therefore be confined here to points of difference 
even though they bulk small as a percentage of the total. It is par- 
ticularly necessary to include this prefatory statement in this case 
because my past attempts at review of Professor Schultz’s papers 
have been taken by some to indicate diametrically opposed posi- 
tions upon important points. Actually, his position and social phi- 
losophy and mine run closely parallel. If there is any doubt on this 
point in any of your minds, be sure to read the review of Professor 
Schultz’s Agriculture in an Unstable Economy by Dr. Joesph S. 
Davis in the next May issue of the Review of Economic Statistics, 
and set it in contrast with my review of it in the August (1946) 
JOURNAL OF Farm Economics. 

First to be noted in this present paper is Professor Schultz’s at- 
tempt to deal with three objectives of agricultural policy—“‘better 
diets, more stable prices, and greater efficiency in the use of re- 
sources’’—in one stride, not taking them two at a time as in his 
last book; and more important, to set about to find some common 
meeting ground for these objectives rather than to emphasize their 
incompatible elements. He should be applauded vigorously for this 
change in strategy. It will make his contribution to agricultural 
policy making in this country even more potent than it has been. 

Still it must be observed that what he comes forth with after an 
effort along these lines is definitely negative in tone. Dr. Davis, I 
am inclined to believe, will therefore find more to approve in this 
paper and less to disapprove than in Agriculture in an Unstable 
Economy. The older among us will remember Dr. Davis was not 
always as negative as in his forthcoming review of Agriculture in an 
Unstable Economy. Once in his younger days he did approve the 
setting up of a federal farm board, and became the first economic 
advisor for the one that was set up by President Hoover in 1929. 


* A review presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 27, 1946. 
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But this Board at once proceeded to operate on lines contrary to 
those which Dr. Davis had in mind, with the disastrous results 
with which we are all familiar,—results in large part due, however, 
to the period in which the Board began operating. Professor Schultz 
and I have both had experiences that might well have made us 
equally disposed to condemn most departures from the true 
and tried. Professor Schultz, for example, has seen the “ever- 
normal granary” which he espoused diverted into a device for put- 
ting bottoms under prices at 90 and 923 percent of parity. I, for 
example, have had the sad experience of seeing a production ad- 
justment program which I espoused, a program designed to secure 
more orderly production, diverted in considerable part into a device 
for tying production to historical bases and distributing parity pay- 
ments among the cotton, tobacco, and corn producers mainly. That 
Professor Schultz is still willing to venture is clear to anyone who 
reads his Agriculture in an Unstable Economy. 

Nevertheless, in the present article, in which he carries his think- 
ing into the international field, his positive proposals seem to be 
outweighed by his negatives. 

A careful inventory of his paper from this point of view reveals 
the following positive valuations. First of all, he finds in the State 
Department’s policy of lowering trade barriers and removal of re- 
strictions on foreign investments a definite contribution both to 
more effective use of resources and to better nutrition of the people 
in the congested agricultural areas of the world. Expansion of trade 
and more rapid development of backward areas will tend to transfer 
labor more rapidly out of these congested areas. It will be hard to 
find anyone who will not agree with Professor Schultz on this point. 

Second, he seems to be in full accord with Professor Viner’s pro- 
posal for an “International Employment Stabilization Fund,” with 
resources three or four times those of the International Bank, as a 
means of preventing worldwide cyclical mass unemployment. He 
appears to think that such an agency, if properly managed, would 
contribute to all three of the objectives. 

As to the third positive element on his program, namely, the 
buffer stock proposal of the British group, and of Riefler in his 
Twentieth Century Fund Report on Foreign Economic Relations, 
Professor Schultz qualifies his approval somewhat. He looks upon 
international buffer stocks as something to be used in the event 
that the Viner proposal is not adopted, or particularly during the 
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“years” that it might take for business men to come to believe that 
the International Employment Fund would really prevent cyclical 
unemployment. The inference is that the Riefler program would 
not be needed if the Viner program were adopted and made to 
work. 

As for the device of counter-cyclical compensatory or income- 
deficiency payments, which in many ways is the essential feature 
in his proposal for the domestic economy of the United States, he 
observes pertinently that it can be used only within individual na- 
tions and only within the wealthier ones at that. 

Now let us turn to the negative aspects of his paper. He virtually 
condemns the United States proposal for commodity agreements 
because they promise to contribute nothing counter cyclically, and 
the World Food Board proposal on much the same grounds. He 
properly ascribes to the commodity agreement proposal the objec- 
tive of dealing with what we in this country have been prone to call 
“chronic surpluses’”—referred to by him as “long-run maladjust- 
ments in production.” But he does not appear to consider this ob- 
jective as worth analyzing even for a single paragraph. 

The most negative part of Professor Schultz’s paper, however, is 
that which deals with the objective of better diets. After devoting 
six pages in Parts I and II of his paper to a description of better 
nutrition as “knowledge” and as a “movement,” he winds up by 
questioning seriously whether any systematic international effort 
along these lines is possible without defeating the other two objec- 
tives; with a paragraph in Part III in which he puts nutrition in the 
general category of “welfare economics” and sets all such matters 
aside to be taken up after more pressing matters, specifically, the 
business cycle, have been dealt with; and with a remark in the last 
paragraph of his paper, that we do not know enough about supple- 
mentary food distribution measures to say whether or not they will 
interfere with trade and investment programs, or induce further 
population growth. Surely, this is about as negative a conclusion on 
this part of the international program as could be reached at this 
stage. 

The difference which this reviewer has with Professor Schultz on 
the problem in hand can be summarized by saying that the reviewer 
is more negative with respect to the Viner and Riefler proposals, 
and more positive with respect to dietary proposals. His negative- 
ness toward the first two, however, does not arise from any objec- 
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tions to them in principle, but rather to basing either national or 
international policy on any hope that they will be adopted and 
successfully implemented in the near future. He expects to see, in 
the next ten years, several individual countries making significant 
progress toward preventing mass cyclical unemployment within 
their borders. He hopes that this progress will be enough so that 
sometime toward the end of the decade following—that is, 15 to 
20 years hence—the Economic and Social Council of the United 
Nations will see a way to getting an international employment 
stabilization agency into action. It will still be another decade or 
two before the agency will gain sufficient confidence to be generally 
effective. In the meantime, most progress internationally in this 
direction can be achieved by expanding the role of the International 
Bank to include “planning” foreign capital investments counter 
cyclically. The Bank needs to liberalize its ideas on this subject. 

Buffer stocks will develop almost equally slowly. First, we shall 
have further experimenting with formal full-fledged international 
commodity agreements. Several of them may be operating after a 
fashion ten years from now. In another decade, a couple of them 
may develop to the buffer-stock stage. Both of these will persist, 
contrary to Professor Schultz’s interpretation, even if the Unem- 
ployment Stabilization Fund gets going. Professor Schultz, in my 
judgement, much underrates the problem of “‘chronic surpluses” in 
agriculture. He is too largely concerned with business-cycle sur- 
pluses. 

It turns out, therefore, that Professor Schultz’s program in the 
international field consists, practically speaking, of relying upon 
such transfers of surplus population from congested rural areas as 
may be induced by freer exchange of farm products and freer in- 
vestment of capital in foreign industrial ventures, and upon the 
slow evolution of international institutions for stabilizing employ- 
ment, with intervening use of such buffer arrangements as may 
slowly evolve. Other measures are to be set aside to give these three 
a chance to evolve. The FAO program, insofar as not included in 
the three types of measures favored, becomes a program merely of 
“the extension of knowledge of nutrition,” and “the export of tech- 
nology and skills.” 

This reviewer is unable to look upon such a diagnosis of the situa- 
tion as other than preponderantly negative. Long before freer trade 
and foreign investment, plus the two new types of agencies pro- 
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posed, are important in the world, the nations will be under such 
pressure from the producer groups plagued by surpluses,’ and from 
the unrest of their sick and hungry millions, that they will be forced 
to adopt more immediate and specific measures. (Have any of you 
perchance failed to read the six resolutions regarding international 
measures drawn up at the San Francisco Farm Bureau meeting?) 
If economic intelligence is to be utilized in the next decade or two, 
it will therefore need to apply itself more largely to these more im- 
mediate measures than Professor Schultz indicates. If it is not, we 
shall indeed have a set of measures imposed upon us which will 
interfere with fundamental long-run economic objectives. 

Perhaps school feeding can be taken to illustrate the possibilities 
of more immediate measures that will not contravene such objec- 
tives. We cannot expect to see school-feeding programs adopted in 
all nations in the next few years. But with vigorous FAO leadership, 
they might in five years be adopted over much of Europe, Russia, 
India, China, Japan, and South America. Feeding children of school 
age is likely in practice to decrease rather than increase the birth- 
rate. It is likely to increase output per worker faster than it de- 
creases the deathrate. Shifting food production toward the protec- 
tive foods needed for school feeding will reduce surpluses of cereals. 
The necessary transfer of foods between countries, and planning 
production to provide the foods for such transfers, can be fitted 
into a liberal program of international trading. It will be a com- 
peting demand for international capital, it is true; but this need not 
be serious. One cannot describe such an expanding school feeding 
program by labeling it ad hoc, as Professor Schultz does by infer- 
ence. 

As a second example, if the international commodity agreement 
program is going to get on very fast, it had better begin ad hoc 
fashion—in the form of temporary arrangements, between small 
groups of istions especially concerned, for transfers of surpluses of 
food from producing to consuming countries—of not just a few 
staple commodities, but of almost any type of food that can be 
stored for a few months—of almost any kind of surpluses, cyclical, 
chronic, or weather. Professor Schultz has said that the nations do 
not need publicly managed stockpiles to be sure of having enough 

1 The reviewer’s definition of a surplus is any amount that does not, for any 
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food in poor years—the supplies are always available in other 
countries. I agree. But even unrestricted trade by itself does not get 
the weather surpluses consumed where they are needed. Positive 
action under FAO leadership could do much to increase the inter- 
national transfer of the weather surpluses of particular countries. It 
will be out of temporary arrangements of this sort that formal com- 
modity agreements will mostly develop. That this is coming to be 
realized is indicated by the recent proposals put forward by the 
United States for handling some surpluses in this way even next 
year. (These had not been made public when this review was writ- 
ten.) 

The Preparatory Commission of the World Food Board will pres- 
ently finish its job and go home. The FAO can then settle down toa 
positive program of getting more and better food produced and 
consumed. Perhaps what the Preparatory Commission draws up 
will be accepted at the next FAO conference. But it will have no 
large importance so far as the task of FAO is concerned, unless it 
makes free use of immediate devices of the sort recently proposed 
by the United States. 

The positive opportunities of FAO are indeed well indicated by 
the caption from the FAO report which Professor Schultz cites ap- 
provingly, “A New Kind of Planning is Needed.” But this new kind 
of planning is something much more than he has outlined in his 
paper. It involves procedure for planned integration of production 
and consumption on an inter-country basis. 
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Rosert B. ScHWENGER 
Office of Foreign Agricultural Relations 


ED SCHULTZ has faced an important subject courageously, 

approached it broadly and, as he usually does, striven to ar- 
rive as quickly as possible at concrete and useful conclusions. He 
has tackled an immense assignment. It calls for intimate knowledge 
of the most current developments in an imposing list of disciplines. 
It calls for a coordination of analysis and presentation for the whole 
list of them that it would be ambitious to undertake for any one of 
them. My comments on the portions of this enormous field where 
I think Ted has slipped up are not, therefore, to be taken as in any 
way limiting my admiration for the effort, or my concurrence in 
many of the points on which I will not take time to comment. 


1. Near-term Agricultural Policies and International Action 


The first comment I want to make concerns the need for in- 
ternational coordination of agricultural policies during the decade 
ahead of us. 

When I was asked to participate in this discussion, I asked my 
self what I would say if I were in Ted’s shoes as principal speaker. 
At that time I was in London at the International Trade Organiza- 
tion Preparatory Committee Meeting, and it occurred to me 
that I would tell the story of recent progress toward the integra- 
tion of United States policies in the fields of trade and agricul- 
ture into a program of direct international coordination of national 
agricultural policies to prevent the type of economic warfare 
that was so harmful in the interwar period. An at least partially 
integrated trade and agricultural policy was published in pre- 
liminary form over a year ago as part of the United States’ “Pro- 
posals for the Expansion of World Trade and Employment.” 
Since then, principally at the recent London Preparatory Com- 
mittee Meeting, it has been adopted in substance as part of 
the agenda for an International Conference to set up an Inter- 
national Trade Organization. Currently, at the Washington meet- 
ing of the Preparatory Commission of the Food and Agriculture 
Organization, the United States is taking the lead in obtaining 
international acceptance for the further integration of nutrition 
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policy into this integrated agricultural and trade policy. It was 
this story of emerging integration of policy that I think I would 
have told. Many policy problems remain, and the integrated policy 
has yet to be finally accepted and applied; but I believe that im- 
portant steps have been taken, and I find the story thrilling. 

I was taken aback, therefore, to find that Ted started the other 
way round. He says that little has been done to integrate these 
three fields of policy. 

This difference between us probably arises in part out of the 
differences in our standpoints. After years of wrestling with the 
processes of government, I may be too easily impressed by evidences 
of progress. Ted, on the other hand, is on almost daily speaking 
terms with the long run, and he might naturally be a bit disap- 
pointed with even the most forward step that is actually feasible 
in the imperfect present. That is as it should be, and I always find 
it extraordinarily useful to me to be exposed to Ted’s challenging 
long-run views. 

But our difference goes farther than just that. Ted’s paper seems 
to imply that no integration of policy is needed to deal with the 
short-term problems of agriculture. The laws of supply and demand 
operating through the price mechanism, will take care of those prob- 
lems. He considers that the real problem of agricultural policy is 
price instability—seasonal, cyclical, and secular—the phases that 
are always with us, and he discusses them as they appear from the 
theoretical equilibrium demand and supply position. Of the 
enormous potential agricultural price instability associated with 
the production maladjustments left in the wake of war, he says 
only that a “major price transition is necessary” because agri- 
cultural prices are in a favorable position compared with the prices 
of other products. He foresees that this transition will be associated 
with “considerable instability in farm-product prices.’’ He does not 
consider this a subject for international action. He gives no reason, 
except to suggest that it would be harmful to delay the transition. 
He does not expressly asssociate the price transition with the prob- 
lem of production adjustment. 

To me, that short term “major price transition,” and the as- 
sociated adjustment of production, is the larger part of today’s 
agricultural policy problem. Judging by the past, it may be with 
us for a decade or more, and it seems to me one of the main subjects 
in the field of agriculture calling for international action. Ted’s im- 
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plication that we must first let the laws of supply and demand 
accomplish the adjustment of agricultural prices, and must then 
tackle the basic agricultural policy problem of how to achieve price 
stability in the longer period reminds me of the famous hod carrier 
who deprecated his own contribution to the construction of a build- 
ing; he said that he just carried the bricks and the mortar up five 
stories, and the man on the roof did all the work. 

Anyone who knows his work realizes that Ted could not have 
meant to belittle the postwar transition problem. Perhaps he thinks 
of it in a largely domestic context. Nevertheless, I feel that further 
consideration of that problem in this context should modify some 
of Ted’s conclusions about the need for international action. 

I would like to state three general propositions about that 
transition with which I believe we can all agree: 


1. The disappearance of the special demand for agricultural products 
associated with the war and its immediate aftermath, the reconstruc- 
tion of agriculture in the war-devastated areas, and the wider applica- 
tion of wartime technological developments will result, even at prices 
just sufficient to secure adequate returns to efficient producers, in 
exporting countries’ offering for sale quantities of most internationally 
traded agricultural products greatly exceeding the quantities import- 
ing countries will purchase. (That is, there will be “surpluses.”’) 

. For a considerable number of important agricultural commodities 
whose production was expanded to meet wartime demand, production 
will not adjust downward to peacetime-demand levels through the 
action of price alone except after a widespread and prolonged depres- 
sion among the producers. 

. Congress has undertaken to support the prices of agricultural 
products expanded to meet wartime demand for another two years, 
and Congress will not even then entirely withdraw that support if the 
consequence is likely to be prolonged agricultural depression. Other 
governments are similarly committed to help their producers and to 
limit the free play of the price mechanism. 


If these three things are kept in mind, one must take a good deal 
more account, in the short term, of government agricultural policies 
and one must pin less hope on price than Ted suggests. Govern- 
ments committed to help their producers in a world surplus situa- 
tion mean a perfect setup for the kind of economic warfare we had 
in the ’thirties, with governments even more intimately involved 
than they were then, and with every brand of nationalist and 
isolationist in every country blaming the whole thing on foreigners 
and clamoring for more and better government aid. 
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In the United States’ “Proposals for the Expansion of World 
Trade and Employment,” and in the intergovernmental discus- 
sions growing out of those proposals, this situation, so dangerous for 
both agricultural and trade policy, is expected to be avoided 
through multilateral commodity agreements between the very 
governments that would otherwise be warring for the market. 
Governments joining the International Trade Organization would 
thereby be committed to carefully worked out principles governing 
such agreements and calculated to make them as nearly as possible 
consistent with an expansionist economy, a high level of trade, and 
the progressive adjustment of production to such requirements as 
the world can find means of implementing. The agreements would 
be coordinated by an international commodity commission which 
would be part of the International Trade Organization. Above all, 
the principles would require every government to consult fully, and 
with due consideration, with every other government substantially 
affected before embarking on measures of economic warfare of the 
kind that embittered international relations in the interwar period. 

It is hoped that this consultation will lead to the coordination of 
the policies and programs of the various national governments con- 
cerning the great primary-product staples of international trade. 
In my view, such international coordination is extraordinarily 
important in the years ahead of us—and it is going forward! 


2. “Buffer Stocks” vs. Commodity Agreements 


My second comment concerns Ted’s comparison of buffer-stock 
proposals with the commodity-agreement proposals I have just 
been discussing. 

He speaks of “‘buffer-stock operations strictly countercyclical in 
nature.” He says commodity agreements are not suited for such 
operations, giving as the only hint of his reason the view that com- 
modity agreements are oriented toward the problems of a particular 
commodity and that those in the Department of Agriculture favor- 
ing commodity agreements take a “nationalistic” and “protec- 
tionistic’’ view—looking upon commodity agreements as a means 
of “bailing out”’ agriculture. In short, he fears pressures. 

On the question of pressures, I would like to point out that com- 
modity agreements, as proposed by the United States and agreed 
to at London, would give equal voice in substantive decisions to 
the importing and exporting countries. It is thus hoped to assure 
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maximum possible opportunity for all interested parties, consumers 
as well as producers, to get a fair hearing for their points of view. 
Any price decided upon, or any system of export quotas, would 
have to be sufficiently reasonable to be accepted by some of the 
countries having each type of interest. Some existing agreements 
make this even surer by requiring a two-thirds vote to decide 
important matters. 

What could be said on this point of a buffer-stock scheme would 
depend on the nature of the organization running it. It is unlikely, 
however, to be superior in this respect to this vote-sharing arrange- 
ment. 

In Ted’s discussion of the buffer-stock question, the terminology 
is not always clear and the issues are not very clearly drawn. * 

Coordinated Commodity Set-up.—For example, one can infer that 
Ted thinks that a buffer-stock scheme would give less attention to 
individual commodities than would the proposed commodity 
agreements of the International Trade Organization. The reason 
for this seems to be either that he thinks that “specific commodity 
agreements” would not be effectively coordinated in a central 
organization or that a buffer-stock scheme would not adapt its 
general program to the special requirements of specific com- 
modities. Yet a reading, among others, of the International Trade 
Organization proposals, of the World Food Board proposals, and 
of Mr. Riefler’s proposal on buffer stocks suggests that, in practice, 
there might be little if any difference between them on this issue. 

Regulation of Production or Marketing.—Another concealed issue 
is whether or not a buffer-stock scheme should be associated with 
the regulation of production or marketing. This brings us to the 
basic point I discussed earlier. For very many agricultural com- 
modities to which a buffer-stock scheme would presumably be 
applied, production does not react properly to price reductions. 
The price mechanism will not adjust the production of such prod- 
ucts to the demand for them within a reasonable period of time, 
and if relied on to do so will produce depression and political up- 
heaval before it accomplishes its adjustment mission. In such 
circumstances, a buffer-stock scheme would either maintain ab- 
surdly low prices or pile up stocks. It might even have to do both 
unless there were controls on production or marketing. Some buffer 
stocks proponents say that if the stocks grow too high and over- 
production is therefore shown to be persistent, the thing to do is 
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lower the price range. Then adjustment will be forced. They rely on 
laissez-faire tactics, the impossibility of which was a basic reason 
why these commodities were to have been made the subject of the 
buffer-stock scheme. 

Sovereignty.—Another issue that might be brought out concerns 
basic problems of international organization. Some buffer stocks 
proponents think of a buffer-stock organization as an experiment 
in cooperation—a yielding of an important portion of national 
sovereignty in the economic field to an international administrative 
body. It might be argued that the very failure of national govern- 
ments to solve the basic problems of agriculture and nutrition 
would force them to such a step and that the general course of world 
political and economic integration would thereby be greatly 
served. Analogy might be drawn with some of the economic devices 
that served in United States experience to increase Federal func- 
tions and to build up confidence in the Federal government as 
an administrative agency. But it is difficult to see why governments 
should be expected to yield large areas of sovereignty to a buffer- 
stock organization with large funds available for use to stabilize the 
prices of many commodities. They are more likely to yield it, com- 
modity by commodity, under specific commodity agreements. At 
this period of history, it may be that commodity agreements have 
more to recommend them than do most buffer-stock proposals from 
the point of view of advancing the long-run cause of international 
organization. 

Relation to Domestic Prices.—The important economic issue not 
drawn is whether the stabilization of international prices through 
some buffer-stock device will have much significance for the 
stabilization of national domestic price levels. The issue arises 
because of the extent to which governments have adopted price- 
support programs of one sort or another. International price 
stabilization becomes very much less meaningful once a surplus 
situation appears and the foreign price falls below the domestic 
price (or unit income) level in many important countries. For those 
who think in terms of operating through international commodity 
markets, it may be extremely difficult to find a market price of 
sufficient economic importance to be worth stabilizing. What, for 
example, would a buffer-stock organization do about cotton if there 
was no free market in Liverpool or Manchester and the price in the 
United States were again frozen at a loan level? Yet in a commodity 
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agreement there might be a negotiated international price range 
and provision for the responsibility of different countries regarding 
stocks! 


8. Concerning International Countercyclical Policy 


Ted’s integration of policies concerning agriculture, nutrition, 
and trade, seems a bit sketchy. Apparently he thinks the thing to 
do is to rely on countercyclical devices exclusively or as far as pos- 
sible. He mentions a few proposals for international countercyclical 
action. He seems, however, to call for rather heavy dependence on 
Viner’s proposal for an international employment stabilization 
fund with primary reliance on compensatory investment opera- 
tions. I would like to make one point which seems relevant. 

It is an appropriate task of theorists to seek some all-pervasive 
element—price, the discount rate, government borrowing, con- 
sumption expenditures, government spending, or investment—to 
operate in such a way as to ease most of the problems of the 
economy. The business cycle is, of course, the great economic 
problem developing with the industrial revolution. Its solution 
would ease all our tasks. 

We must face the fact, however, that countercyclical policy— 
whatever may be said of theory—is in a very early stage of develop- 
ment. The countercyclical policies of national governments are 
hardly better off in this respect than are policies of coordinated or 
unified international action. 

It is my personal belief, however, that when such policies do 
develop on a relatively successful operating basis, in the first in- 
stance at least the policies evolved will be found to include not just 
reliance on some one or two economy-wide elements. Such elements 
might play a dominant and defining role, but I would expect a 
successful countercyclical policy to be made up of a carefully 
coordinated set of specific measures to deal with specific situations 
occurring throughout the economy. I would look for a combination 
of appropriate policies in many fields, including specific policies 
dealing with special economic problems in trade, nutrition, and 
agriculture. One can have such a combination and still have effec- 
tive integration. It does not appear to me to be a valid criticism 
of policy in any one of these fields to say that it is not, in itself, a 
complete countercyclical program. 
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T IS not only in political life, with superaircraft and atomic 

bombs, that the United States have to reckon on a more in- 
timate relationship with other continents than ever before; it is 
also in economic life that they find that their prosperity depends 
on the links that can be forged across the oceans. From now on, 
international affairs will assume a new importance to the economic 
well-being of the United States and, conversely, the affairs of the 
United States to the well-being of other countries of the world. If 
the agricultural economists of the United States would try to look 
at the various countries including their own from a world point of 
view somewhat in the manner that they are accustomed to look at 
the various States of the U. S. from a national point of view, they 
could contribute new concepts of real significance to the formula- 
tion of agricultural policy. 

Looking from such a world angle at the paper under discussion, 
it is startling to find Professor Schultz so disbelieving, almost in- 
deed disparaging, in regard to nutritional programs, agricultural 
price stability, and international commodity agreements. Instead 
he advocates a more adequate employment policy, national and 
especially international, coupled with a program of reducing the 
size of agriculture in food exporting countries. 

I will not comment on his and Prof. Viner’s international em- 
ployment policy beyond saying that it seems doubtful whether the 
sinking of coal mines, the construction of steel mills, the building 
of railways in the Orient can be started, halted, resumed, and 
halted again to fit in with the wayward rhythm of the U. S. business 
cycle. 

As for this goal of a smaller agriculture, there are some regions to 
which it is undoubtedly appropriate. A large part of the world’s 
food exports come from low income countries with backward agri- 
culture and in many cases an over-emphasis on one particular 
export crop. In these areas to diversify agriculture and to start 


various industries may well reduce the food surplus available for 
export. 
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Professor Schultz, however, is manifestly thinking of the United 
States, Canada, Argentina, and Australia, high income countries 
with wide open spaces. I will pass up the question who is producing 
too much, though his bland assumption that it is these exporters 
and in no sense the food importing countries looks singularly like a 
surrender to the protectionism of the latter. His thesis is that the 
U.S. and Canada, and so on, should take steps radically to reduce 
agricultural output and the resources used in producing it, while at 
the same time a few thousand miles away hundreds of millions 
starve. Why does he advocate this? Is it because the U. S. and 
Canada could get richer by shifting labor out of agriculture into 
the production of cosmetics and movies? That proposition is no 
doubt true, but I cannot believe that such is the intention. 

I am prepared to believe that the advocates of smaller agriculture 
want labor shifted in order to make machinery and capital goods to 
send by way of foreign investment to help industrialize the less 
developed countries. On that I would raise a question to which 
others no doubt have the answer—whether the present industrial 
labor forces could not produce all the capital goods whose export 
the U. S. public will be willing to finance by way of foreign lending. 

Moreover, suppose the public could be persuaded to agree to 
much heavier lending, might not persuasion be against their better 
judgment? The question which economists would have to answer is 
how the loans could be repaid. Is not the situation materially 
different than the U. K. in the nineteenth century? She had a ratio 
of population to local resources which required larger and larger 
imports of raw materials and food. The United States does not, 
and if the U. S. is to act as the world’s great lender, someone must 
figure out how she can become the world’s greatest importer. 

This leads to a further question—What will be the world pattern 
of production and trade a few decades hence? When the Orient be- 
comes industrialized it will have a greater density of population per 
square mile than any other continent, even greater perhaps than 
the United Kingdom. It will be impossible for the Orient to feed 
itself on any reasonable nutritional standard even if per acre yields 
were brought up to the level of The Netherlands. The logic is that 
the Orient when it can afford to will become a permanent importer 
of a part of its food supply and the tonnage involved will be 
enormous. The food can only come from the more sparsely popu- 
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lated continents, Australia, North and South America, and perhaps 
Africa. 

Looked at from an historical perspective, therefore, what Profes- 
sor Schultz advocates is to take land out of farming which in the 
not too distant future will most likely have to be put back into 
farming. Under these circumstances is it so surprising that other 
people seek an international food program which will cause fewer 
economic upsets and which will be helpful to the world nutrition 
in the immediate future? Is it surprising that some people are 
exploring ways in which food might be made available to the 
hungry people? 

Whatever you may think of these points of view, we clearly need 
more factual information before we can choose wisely between rival 
policies. What will be the trend in U. S. demand for each of the 
staple foodstuffs over the next five years, ten or twenty years? Or 
perhaps we should aim at setting up alternative trends based on 
alternative assumptions regarding the size and distribution of 
national income. Likewise what will be the rate of growth of farm 
output making certain assumptions regarding technological im- 
provement and price policy? 

The Food and Agriculture Organization is vitally interested in 
such forward estimating and if you people can do some pioneering 
work for your country, perhaps FAO can persuade other countries 
to make parallel studies of their conditions and prospects. We 
need data for all the major countries whether food exporting or food 
importing. We need to build up a world picture for each of the 
major agricultural products entering international trade. Nor is 
this all. We should get our colleagues, the industrial economists, to 
attempt some measurements of the rate of industrial growth not 
only for the developed countries but for what is likely to happen 
in the less developed ones. For example, what could one assume as a 
reasonable rate of growth of per caput income in India, or in Java, 
or in West Africa? 

We have a very imperfect set of economic tools. We need to make 
many new ones. Very little is known about the elasticity of demand 
(at different income levels and with changes in income level either 
for food as a whole or for individual foods. Little is known as to 
what the possibilities are of increasing the area under farm crops 
in the underfed regions of the world and opinions differ widely as to 
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how far and how fast per acre yields can be raised. Little is known 
as to how a poor country manages to divert part of its meagre 
national income to the building up of industries; nor do we know 
the economic and political consequences of trying to make a very 
large diversion. One could continue this list for half an hour with- 
out completing the major items. I do hope the members of the 
American Farm Economic Association will spare even more time 
than in the past on analyzing these world issues. 

Meanwhile, FAO is beginning with a somewhat more modest job 
of short-term forward analysis. One result which is certainly emerg- 
ing from the deliberations of the Preparatory Commission now 
sitting in Washington is a recommendation for an International 
Outlook Conference at which governments can study each others 
production and consumption programs for the ensuing year and 
analyze the consequences in terms of international trade. Another 
recommendation will be for a study of individual commodity 
situations whether or not the commodities are likely candidates for 
a commodity agreement under ITO. Without such studies, without 
some endeavor to project the past into the future, one cannot de- 
velop policies which will stabilize agricultural prices internationally. 
Hitherto such studies have too often been backward looking and 


mainly of historical interest. If economic analysts are to be of help 
to statesmen, they need to risk their reputations by peering a little 
more boldly into the future. Professor Schultz has been a pioneer 
in this kind of analysis. The world needs many more like him. 
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ROFESSOR SCHULTZ has made the interesting proposal 

that efforts to stabilize agricultural prices at the international 
level should be confined to reducing the price instability that is of 
cyclical origin. He has not indicated, however, how he would pro- 
pose to do this. But in any case we need to consider the question: 
Would it be feasible, and would it be desirable, to engage in such 
limited price-stabilizing operations? 

Consider first the problem of feasibility. An international price- 
stabilizing agency might reasonably wish to begin operations in the 
first sizable economic recession that occurs after the major transi- 
tion from wartime price levels has been completed. This seems to be 
in line with Schultz’s ideas and on this point I am in full agreement 
with him. But how would the agency be able to recognize such a 
recession in its early stages? Unless the recession were an enormous 
one—like that of the 1930’s—there would presumably be much 
conflicting evidence for the agency to weigh. Indeed, the evidence 
on price developments, employment, income payments, and 
business activity in the United States might differ sharply from the 
corresponding evidence for Britain and various other countries. 
Such diversity of economic conditions was characteristic of the 
period from 1922 to 1929. In retrospect, it is not difficult for the 
National Bureau of Economic Research to date the principal phases 
of past business cycles; but it is a much tougher problem to deter- 
mine currently what phase of the cycle any particular country is 
in—particularly in the early stage of recession and of recovery. 
And if this is a virtually insoluble problem for a single country, 
what would it be for the world as a whole? 

If, however, an international agency were actually to try to 
stabilize certain agricultural prices contra-cyclically and only 
contra-cyclically, I suppose the best it could do would be to begin 
buying operations after some of the major economic indexes for 
different countries had shown declines of something like 10 percent 
from accepted normal levels. Then the agency would presumably 
buy only those commodities that were already materially below 
their estimated longer-term equilibrium prices—say 10 to 25 per- 
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cent below, depending upon the commodity concerned. This would 
probably insure that the agency would never start buying opera- 
tions except in periods of general recession, and, less certainly, that 
it would mainly offset cyclically-induced price weakness. But it 
would also mean that the agency would normally begin buying 
only in the later stages of economic recession, after considerable 
damage had already been done and after some agricultural prices 
had fallen considerably below the agency’s potential buying 
limits. Such late price support would not be of much help as a 
general contra-cyclical influence except in the most deep and pro- 
longed recessions. Moreover, as one economic series after another 
showed signs of recovery, the agency would be confronted with the 
new problem of deciding when it should stop supporting weak com- 
modities and should start to sell from its stocks those commodities 
that had risen to the agency’s potential buying limits. 

If it is desirable to reduce the magnitude of fluctuations in 
agricultural prices—and I believe it is—then I think this problem 
should be attacked in a broader way. The buffer-stock schemes 
proposed by the League of Nations Delegation on Economic De- 
pressions and by the British government envisage buying and 
selling operations by an international agency with a view to 
reducing extreme short-term price changes, regardless of whether 
these changes are attributable to fluctuations in demand or to 
variations in supply. 

This broader approach to the problem of agricultural price stabil- 
ization seems to me to be better than that suggested by Schultz. 
Its chief advantage lies in the lessening of major price fluctuations 
whenever they occur—before they can cause marked damage to 
producers or consumers, and before they can result in the spread 
of instability to other parts of the world economy. 

The preoccupation of this generation with two world wars and 
an unprecedentedly severe peacetime depression has led some people 
to believe (1) that the only price changes primary producers have 
to worry about are those associated with economic cycles and (2) 
that those cycles invariably originate in the major industrial 
countries. Neither of these beliefs appears to me to be well-founded. 
If you look at the monthly price records for the major agricultural 
commodities over the past half century, you will see many large 
price changes that can not possibly be accounted for on the basis 
of general economic factors, but which must be ascribed to changes 
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in the supplies of the commodities in question. A large world wheat 
crop, for example, normally results in a substantial decline of 
wheat prices throughout the world—in countries that harvest poor 
and mediocre crops as well as in those favored with bumper crops. 
Moreover, the price effects of a large wheat crop may be felt for 
several years during which carryovers may remain well above 
average size. Such supply and price changes have notably un- 
favorable effects on the incomes of large groups of wheat farmers, 
though not, of course, on the incomes of those favored with unusu- 
ally heavy yields. In contrast, short world crops (not supplemented 
by large carryovers) normally raise world wheat prices to levels 
which give unearned increments of income to large groups of pro- 
ducers who have not suffered crop reverses, and who frequently 
respond to the high prices by expanding their acreage. 

Such extreme short-term price fluctuations could probably be 
beneficially modified by an appropriate buffer-stock scheme 
operated by an international agency instructed to keep its buying 
prices say 10 to 25% below, and its selling prices correspondingly 
above, estimated longer-term equilibrium levels—these levels being 
subject to annual reconsideration in the light of new information 
and with reference to the size of the accumulated stocks. The 
operations of such an agency could probably contribute substan- 
tially to the general stabilization of producers’ incomes, even though 
at times its activities would be somewhat destabilizing to the 
incomes of certain groups. Moreover I believe that buffer-stock 
operations of this sort, though not 100% contra-cyclical, might be 
more effective as a general contra-cyclical influence than price- 
stabilizing operations aimed solely and directly at reducing cyclical 
price effects. This conclusion is based partly on the belief, held by a 
number of respected economists, that international cyclical move- 
ments sometimes originate in the unfavorable commodity positions 
of a number of leading primary-producing countries, and that 
marked instability in the primary-product sector of the world 
economy tends to spread to the rest of the economy. It would seem 
desirable, therefore, to reduce the great instability characteristic 
of agricultural prices, whatever its source or timing. 

The really crucial question, I think, is whether a suitable and 
properly safe-guarded plan for international buffer-stock operations 
would be sufficiently appealing to the major nations to get adopted 
and, if adopted, whether it could be successfully administered. 
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Great danger lies in the possible adoption of an appealing but un- 
suitable plan that would eventually break down either because 
exporting countries would get the international agency to establish 
excessively high buying prices, or because certain major producing 
countries would continue to operate national agricultural and trade 
policies that would put an unbearable strain on the international 
agency. Whether a truly satisfactory buffer-stock plan could or 
could not be adopted and successfully administered depends to a 
great extent on what kind of agricultural and trade policies the 
United States eventually accepts. And these will depend, in no small 
measure, on whether American farmers can be weaned away from 
the short-sighted and parasitic agricultural programs they have 
supported in the past. 


AGRICULTURAL LEGISLATION: AN APPRAISAL OF 
CURRENT TRENDS AND PROBLEMS AHEAD* 


V. WELLS 
Bureau of Agricultural Economics 


N AUGUST 14, 1946, the President approved the last of the 

general bills relating to agriculture, enacted by the 79th 
Congress, Second Session. Opinions differ but there are some who 
feel that the enactment and approval of the Research and Market- 
ing Act on August 14 opened a new era in the field of agricultural 
legislation. Others, however, feel that the bills enacted by the 
closing session of the 79th Congress brought to an end the war- 
influenced legislation relating to agriculture and that the actual 
opening of the new phase will come with the convening of the new 
Congress, although it is clearly enough heralded in the recent letter 
from the Secretary of Agriculture to the Chairmen of the Senate 
and House Committees on Agriculture relative to the Steagall 
Amendment. 

Whichever school we may belong to, one central fact is clear: 
Agricultural legislation has come to a turning point, and it has 
come to this turning point not because of the recent shift in con- 
gressional control from the Democrats to the Republicans but 
rather because farm prices and farm incomes have apparently 
reached their end-of-the-war peak. A considerable agricultural 
readjustment is now in sight. As a result it seems well worthwhile 
to review the recent trends in agricultural legislation and to look 
at least briefly at some of the problems which lie ahead. 

As an introduction to such a review, I shall now endeavor to 
outline some of the outstanding legislative trends in the agricultural 
field during recent years, especially since the opening of World War 
Il. 

In doing this, I shall omit references dealing with or relating to 
the wartime activities of the War Food Administration. There are 
any number of questions which could be raised with respect to 
wartime food and price stabilization activities, but with one excep- 
tion these are not now questions of immediate future interest. The 
one exception, of course, are the all-important wartime acts which 
not only strengthened and extended the already existing agricul- 


* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 28, 1946. 
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tural price support structure but which also specifically pledged 
the Government to support farm prices at “not less than 90 percent 
of parity”’ for 2 years following the close of World War II. 

At the same time I shall omit reference to such general measures 
as the Employment Act of 1946 and the Congressional Reorganiza- 
tion Act of 1946 even though some of the results flowing from these 
acts may eventually exert a very considerable influence within the 
agricultural field. In general the purpose of both these acts is to 
better organize and channel expert opinion for the benefit of both 
the Congress and the Chief Executive. The Reorganization Act 
should speed up congressional procedure so that Congressmen may 
have more time to study and acquaint themselves with those issues 
which seem most important while the Employment Act of 1946 
provides for a Council of Economic Advisers in the Executive Office 
of the President. 

A third field which I shall only mention is Agricultural Credit. 
There were two leading credit bills before the last Congress which 
seem to me to have been important. One of them, the Farmers’ 
Home Administration Act of 1946, was passed and approved as 
Public Law 731 on August 14, 1946. This Act abolishes the Farm 
Security Administration as well as all functions of the Farm Credit 
Administration relating to emergency feed and seed loans and in 
lieu thereof creates a new agricultural agency, the Farmers’ Home 
Administration. The primary purpose of the other proposal to which 
» reference has been made was to shift the Farm Credit Administra- 
tion outside the Department of Agriculture and place it under the 
control of a “Farm Credit Board.” Attention is called to this issue 
simply because the so-called Flannagan Bill or its equivalent may 
again be before the Congress in 1947. 

Social legislation—that is, legislation relating to such items as 
schools, roads, social security, and tenure or working conditions— 
is a fourth field which I shall do no more than mention. In general, 
there has not been much new legislation of this kind during the 
war, at least so far as agriculture is concerned. Basic legislation for 
the school lunch program was, however, provided by Public Law 
396, the National School Lunch Act, approved June 4, 1946, and 
increased attention to and appropriations for farm-to-market roads 
were authorized by the Federal Aid Highway Act of 1944. 

This then brings me to the two legislative fields on which I should 
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like to comment in some detail: Agricultural Research and Farm 
Price Support. 

Agricultural Research: We sometimes feel, I think, that the 
Congress tended to neglect agricultural research and extension 
work from 1929 forward as it found itself immersed in so-called 
“action” legislation. However, this situation has now been cor- 
rected with the enactment and approval of the Extension Service 
Act of 1945 and the Research and Marketing Act of 1946. 

Actually, however, the Congress did take steps to reinforce both 
basic research and work in agricultural extension in the middle 
1930’s as evidenced by the Bankhead-Jones Act of 1935 and Section 
202 of the Agricultural Adjustment Act of 1938. 

There was a considerable expansion of agricultural extension 
work during and following 1933, financed by funds transferred from 
the Agricultural Adjustment Administration. In effect, the Bank- 
head-Jones Act made this increase permanent. Almost exactly this 
same pattern has been again repeated. With the coming of World 
War II and the war food program the work load of the State- 
Federal Extension Service was again increased, this time on the 
basis of funds transferred from the War Food Administration. And 
again the performance of an emergency task has been followed by a 
substantial increase in the amounts made available for general ex- 
tension work. 

With respect to research, the Bankhead-Jones Act authorized 
the Secretary of Agriculture and the State agricultural experiment 
stations to conduct research into basic laws and principles of 
agriculture and provided a modest increase in appropriations to 
finance such work. In addition, under Section 202 of the Agri- 
cultural Adjustment Act of 1938 Congress provided for the estab- 
lishment of four regional research laboratories for the purpose of 
finding new uses and markets for agricultural products and by- 
products as well as for the maintenance of these laboratories from 
funds appropriated in the name of agricultural adjustment. 

These two earlier acts relating to research and the results which 
have been obtained had much to do with shaping and selling the 
Research and Marketing Act of 1946. But there have been other 
forces as well: One of these is the desire of many Congressmen and 
agricultural leaders to create the widest possible demand for agri- 
cultural commodities during the years ahead. Another is the equally 
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strong desire of both Congressmen and agricultural leaders that 
more efficient ways and methods of handling, processing and 
marketing agricultural commodities be developed. 

Specifically, the Research and Marketing Act of 1946 authorizes 
a gradual increase in appropriations for agricultural research and 
marketing services, running from $9,500,000 for the fiscal year 
ending June 30, 1947, to $61,000,000 for the fiscal year ending 
June 30, 1951. These authorized increases fall under four general 
heads, as follows: 


(a) For payments to State Experiment Stations for research: $2,500,000 
for 1947, $5,000,000 for 1948, $10,000,000 for 1949, $15,000,000 for 1950, 
$20,000,000 for 1951, and unlimited authorizations thereafter; such funds 
to be distributed, on a matching basis, as follows: 20% equally to each 
State, at least 26% on the basis of rural population, at least 26% on the 
basis of farm population, not over 25% for regional research, and 3% for 
administrative expenses of the U. S. Department, with the further proviso 
that at least 20% of the funds allotted to the States must be spent in the 
marketing field. 

(b) To the Secretary of Agriculture for utilization research: $3,000,000 
for 1947, $6,000,000 for 1948, $9,000,000 for 1949, $12,000,000 for 1950, 
$15,000,000 for 1951, and unlimited authorizations thereafter; permits 
part of this work to be done through contracts with private agencies where 
this is to the advantage of the Government. 

(c) For cooperative research by the Department with the State Experiment 
Stations and other agencies: $1,500,000 for 1947, $3,000,000 for 1948, 
$4,500,000 for 1949, $6,000,000 for 1950, and unlimited authorizations 
thereafter. 

(d) To the Secretary of Agriculture for marketing research and services, 
with permission to work through State Agencies: $2,500,000 for 1947, 
$5,000,000 for 1948, $10,000,000 for 1949, $15,000,000 for 1950, $20,000,000 
for 1951, and unlimited authorizations thereafter. 


Of the above, items (a), (b) and (c) are self-explanatory, but 
something more needs to be said about item (d). For several years 
the House Agricultural Committee has been endeavoring to in- 
vestigate agricultural marketing, or ways to reduce costs and make 
marketing more efficient. As a result Title II of the Research and 
Marketing Act goes beyond research and also definitely covers 
marketing services and the collection of statistics relating to the 
marketing field. The Congress has recognized the scope and diffi- 
culty of the marketing problem and has provided sufficient funds, 
assuming the authorizations are met, to assure that the entire 
marketing field can be adequately explored. 

Price Support: Shortly following the enactment of the Lend- 
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Lease Act in 1941, the Secretary of Agriculture issued an announce- 
ment in which he undertook to use such funds or general authorities 
as might be available to assure farmers of specified prices for eggs, 
hogs, butter and cheese in order to encourage increased production 
and assure supplies for foreign use. This announcement marked an 
administrative about-face in more directions than one—that is, 
the request was for more rather than less production and the ad- 
ministrative drive was toward more attractive prices for those 
commodities which were most wanted. 

This action was widely debated and within a relatively short 
time the Congress passed the so-called Steagall Amendment which 
very clearly directed the Secretary of Agriculture to assure farmers 
of satisfactory farm prices wherever he found this necessary in 
order to encourage the expansion of production of any agricultural 
commodities other than the six so-called basic commodities, which 
were already covered under the Agricultural Adjustment Act of 
1938. Section 4 (a) of the Steagall Amendment, as it now stands in 
1946, reads as follows: 


“Whenever during the existing emergency the Secretary of Agriculture 
finds it necessary to encourage the expansion of production of any non- 
basic agricultural commodity, he shall make public announcement thereof 


and he shall so use the funds made available under section 3 of this Act 
(funds which the Commodity Credit Corporation is authorized to borrow 
on the credit of the United States), or otherwise made available to him 
for the disposal of agricultural commodities, through a commodity loan, 
purchase, or other operation, taking into account the total funds available 
for such purpose for all commodities, so as to support, during the con- 
tinuance of the present war and until the expiration of the two-year period 
beginning with the Ist day of January immediately following the date upon 
which the President by proclamation or the Congress by concurrent resolu- 
tion declares that hostilities in the present war have terminated, a price 
for the producers of any such commodity with respect to which such an- 
nouncement was made of not less than 90 per centum of the parity or 
comparable price therefor. The comparable price for any such commodity 
shall be determined and used by the Secretary for the purpose of this sec- 
tion if the production or consumption of such commodity has so changed 
in extent or character since the base period as to result in a price out of 
line with parity prices for basic commodities. Any such commodity loan, 
purchase, or other operation which is undertaken shall be continued until 
the Secretary has given sufficient public announcement to permit the pro- 
ducers of such commodity to make a readjustment in the production of 
the commodity. For the purpose of this section, commodities other than 
cotton, corn, wheat, tobacco, peanuts, and rice shall be deemed to be non- 
basic commodities,” 
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There are a number of things about this amendment to which I 
should like to specifically call your attention. 

The first of these is that the Steagall Amendment is not in itself 
a complete farm price support program. Actually, the Steagall 
Amendment only applies to non-basic commodities for which the 
Secretary of Agriculture has made public announcement that 
substantial increases in production were needed in connection with 
the war effort. The Steagall commodities are hogs, eggs, chickens 
(with certain exceptions) and turkeys, milk and butterfat, dry peas 
of certain varieties, dry edible beans of certain varieties, soybeans 
for oil, peanuts for oil, flaxseed for oil, potatoes and sweetpotatoes, 
and American-Egyptian cotton. 

The second point to which your attention is called is the fact that 
the Steagall Amendment provides that price supports for Steagall 
commodities shall be at not less than 90 percent of the parity or 
comparable price therefor. Current support prices for a considerable 
number of commodities are well above the 90 percent level. 

In the third place, your attention is specifically called to the time 
period covered. That is, prices are to be supported for a sufficient 
period to allow the “producers of such commodities to make a 
readjustment in the production,” or more specifically “until the 
expiration of the two-year period beginning with the first day of 
January immediately following the date upon which the President 
by proclamation or the Congress by concurrent resolution declares 
that hostilities in the present war have terminated.” 

The fourth point to be noted is the fact that the amendment pro- 
vides that prices may be supported “through a commodity loan, 
purchase or other operation”—that is, the particular method, the 
specific place or market level at which the support shall be applied, 
and adjustments for such factors as grade and seasonal differentials 
are all items which are left for administrative determination—and 
as you well know, a wide variety of support mechanisms have been 
and are being employed. 

There are two further items to which attention should perhaps 
be called. First, the Steagall Amendment provides for supporting 
Steagall commodities at their parity prices or comparable prices, 
whichever are applicable. Parity prices are prices which will give 
to the commodity a purchasing power in terms of articles ordinarily 
purchased by farmers equivalent to its purchasing power in a 
particular base period, usually 1910-14. But the amendment also 
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provides that a comparable price for any commodity shall be 
determined and used if the production or consumption of the com- 
modity has so changed in extent or character since the base period 
as to result in a price out of line with parity prices for basic com- 
modities—corn, cotton, wheat, tobacco, peanuts and rice. So far 
comparable prices have been used for soybeans, peanuts for oil, 
and for dried field peas under the Steagall Amendment. 

A second matter to be noted is the kind of conditions which the 
law permits to be attached to support price benefits. In this con- 
nection, the Solicitor of the Department of Agriculture has in- 
dicated that: 

“The Steagall Amendment provides for continuing price support for a 
two-year period after the war, when the need for increased production will 
probably have decreased considerably. Since the purpose of the two-year 
provision was to enable farmers to readjust their production to normal by 
the close of the two-year period, it is reasonable to conclude that production 


adjustment conditions related to changes in production needs may be im- 
posed.” 


Actually, no such production adjustment conditions have yet 
been imposed, but such conditions have been announced in con- 
nection with the potato program for 1947. 

There is a real question, however, as to how or in what manner 
prices can be supported or maintained for cooperating producers 
who are willing to hold their acreage or marketing to some reason- 
able level, without at the same time supporting prices or holding 
the price “umbrella”’ over everyone else who wants to produce or 
market the commodity concerned. In the case of the so-called basic 
commodities, the Agricultural Adjustment Act of 1938 provides 
for producer referenda and assuming they are favorable, for the 
imposition of marketing quotas and for penalties on non-cooperat- 
ing producers up to an amount equal to 50 percent of the market 
value of each of the commodities concerned. The Steagall Amend- 
ment contains no such provisions, although it clearly indicates 
that the necessary adjustments in production are envisioned. 

As indicated earlier, the agricultural price support program rests 
on a much wider base than the Steagall Amendment. The Agri- 
cultural Adjustment Act of 1938 authorizes the Commodity Credit 
Corporation to make loans on any agricultural commodity, while 
the Stabilization Act of 1942, as amended, provides that the 
Corporation shall make loans at 90 percent of parity on corn, wheat, 
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tobacco (with some exceptions), rice, and peanuts and at 923 per- 
cent on cotton for crops harvested through the two-year period 
beginning with the first day of January immediately following the 
date on which the President or the Congress declares hostilities to 
have terminated. These commodities, the so-called basic com- 
modities, constitute a second class of agricultural commodities for 
which price supports are assured. 

There is, however, still a third class, which we may call the other 
class of agricultural commodities within the support price field. 
Price supports for this third class are permissible rather than 
mandatory and can be carried out under the general authority of 
the Commodity Credit Corporation, under the authority relating 
to the so-called “Section 32” which authorizes the appropriation of 
one-third of the tariff revenues for the purposes of removing agri- 
cultural surpluses and finding new uses for agricultural commodities, 
and under Section 4 (b) of the Steagall Amendment, which provides 
that: 


“It is hereby declared to be the policy of the Congress that the lending 
and purchase operations of the Department of Agriculture (other than 
those referred to in subsection (a)) shall be carried out so as to bring the 
price and income of the producers of non-basic commodities not covered 
by any such public announcement to a fair parity relationship with other 
commodities, to the extent that funds for such operations are available 
after taking into account the operations with respect to the basic commodi- 
ties and the commodities listed in any such public announcement and the 
ability of producers to bring supplies into line with demand.” 


Suppose we now turn from the authority or legal background for 
the agricultural support price program to some of the questions 
which are now being or are likely to be raised with respect to its 
operation, especially operations under the Steagall Amendment. 

One of these is the question as to whether the parity index or 
parity prices should or should not be revised. As a matter of fact, 
the Secretary of Agriculture has indicated on a number of occasions 
that he feels farmers and their representatives should give serious 
consideration to the manner and extent to which the parity formula 
should be revised. 

Several of the farm organizations are at work on this parity 
problem. You will find, for example, that representatives of the 
Farm Bureau, the National Grange and the Cooperative Council 
have recently indicated that they have agreed on certain basic 
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principles. As I understand their views, these organizations believe 
the present parity formula should be retained during the two-year 
postwar support price period for the basic commodities, that con- 
sideration should be given to recalculating parity for certain of the 
non-basic commodities as early as possible, and that the parity 
formula itself should be revised at the expiration of the support 
period as provided under the Steagall Amendment. With respect 
to this general revision they recommend that careful consideration 
should be given to the use of a ten-year moving average to deter- 
mine relative prices, with the general level adjusted to the 1910- 
14 over-all parity relationship. They also indicate that the inclusion 
of an allowance for farm labor costs should be considered. 

The question as to the relationship between several parity or 
comparable prices will become especially important if and as farm 
prices move downward. There seems to be general agreement, for 
example, that the current minimum legal support level is likely to 
result in rather favorable prices for potatoes—so favorable indeed 
that very large quantities will have to be purchased and disposed of 
for non-human use unless acreage allotments or other means of 
restricting the quantities which might come within the price sup- 
port program are developed. On the other hand, there also seems 
to be general agreement that the reduction of dairy prices to the 
minimum support level would result in serious shortages of dairy 
products in terms of either normal per capita consumption or the 
amounts of such products needed to maintain an adequate nutri- 
tional level. This is a question, of course, which also concerns the 
basic commodities, as well as the commodities covered under the 
Steagall Amendment. 

Another question which will have to be faced in the near future 
relates to the Commodity Credit Corporation and the extension of 
its legal life beyond June 30, 1947. This Corporation, which is now 
the chief financing agency in the price support field, was created 
under the laws of the State of Delaware pursuant to Executive 
Order 6340, dated October 16, 1933. The Corporation has by 
various acts of Congress been continued as an agency of the 
United States Government for successive periods of two years 
each, the most recent extension being until June 30, 1947. In this 
connection, it should be noted that the recent Government 
Corporation Control Act requires all corporations acting as agencies 
of the United States to have a federal charter by July 1, 1948. The 
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capital of the Commodity Credit Corporation is $100,000,000, 
while its authorized borrowing power on the basis of the credit of 
the United States has been increased from time to time until it is 
now $4,750,000,000. 

Congress will also have to consider a number of questions relating 
to the conditions under which the Commodity Credit Corporation 
may dispose of such agricultural commodities as come under its 
control.! The latest Act continuing the Commodity Credit Corpora- 
tion as an agency of the United States (the Act of April 12, 1945) 
prohibits, with certain exceptions, the disposition by the Com- 
modity Credit Corporation of farm commodities at less than the 
parity or comparable price for a period of two years after the war. 
However, the Act of April 12, 1945, permits the disposal of any 
commodity below the parity or comparable price if it has sub- 
stantially deteriorated in quality or if there is danger of loss or 
waste through spoilage; permits the sale of wheat for feed at less 
than parity, but not less than the parity price for corn; and permits 
the sale of farm commodities below parity or the comparable price 
if they are sold for seed or are sold for new or byproduct uses or, in 
the case of peanuts, for the extraction of oil. 

The Surplus Property Act of 1944 also contains a significant 
exception to the restriction applicable to the disposition of farm 
commodities. That act authorizes the Corporation to dispose of or 
cause to be disposed of for cash or its equivalent in goods or for 
adequately secured credit for export only and at competitive world 
prices any farm commodity or product thereof without regard to 
restrictions with respect to the disposal of commodities imposed 
upon it by any other law so long as there is not a domestic shortage 
or need for any such food or food product. 

All of these specific questions are of interest and several of them 
are certain to be discussed, perhaps decided, by the Congress during 

1A related item, but again one that may well be discussed in the coming Con- 
gress, is the extension or widening of the scope of “Section 22.”’ This section, which 
is now carried in the Agricultural Marketing Agreement Act of 1937, as amended, 
was originally Section 22 of the Agricultural Adjustment Act of 1933. It provides 
that the President may take certain measures—quite effective measures with re- 
spect to raising tariffs or fixing import quotas, where such measures are necessary 
to prevent imports from dissipating the effects of agricultural programs carried out 
under Section 32, under the Agricultural Marketing Agreement Act of 1937 or 
under the basic commodity sections of the Agricultural Adjustment Act of 1938. 
But Section 22 as it now exists does not provide for such offsetting action in the 


case of commodities covered under the general activities of the Commodity Credit 
Corporation or commodities covered under the Steagall Amendment. 
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the year ahead. But the general question as to whether farmers are 
going to maintain or further increase production on the one hand 
and whether we as a nation can maintain full employment and the 
general price level on the other are even more important. Should we 
fail, the legislative questions before the new Congress or its successor 
will be far more serious and far more difficult than those so far 
outlined. 

Even with conditions as they now are, however, there can be no 
doubt but that a wide range of questions relating to the disposal 
of agricultural commodities will be before the Congress during the 
years immediately ahead. The utilization and marketing sections 
of the new Research and Marketing Act are designed to gradually 
widen the market for agricultural commodities, and there are a 
number of other bills or proposals which some feel might yield 
significant results—for example, the Aiken-LaFollette Food Allot- 
ment Bill. This Bill which was rather widely discussed during the 
last session of Congress was designed to substantially increase 
food consumption of low income families by making it possible for 
any family to obtain a satisfactory diet at a cost equal to 40 percent 
of its average monthly income—that is, enough food stamps would 
be supplied any family in return for 40 percent of the family income 
to allow an adequate diet to be purchased. 

Meanwhile, the alternatives to maintaining demand and finding 
at least a reasonably satisfactory solution to the surplus disposal 
problem are simple indeed: Either the agricultural support program 
fails or farmers will again find themselves forced to ask for and use 
acreage and marketing controls, very likely on a much wider range 
of commodities than those for which such controls are now provided 
under the Agricultural Marketing Agreement Act of 1937 and the 
Agricultural Adjustment Act of 1938. 


LEGISLATIVE PROGRAM OF THE NATIONAL GRANGE* 


ALBERT S. Goss 
The National Grange 


HE legislative program of the National Grange goes far 

beyond the bounds of what is ordinarily considered a farm 
program. Grange leaders and Grange people have found that their 
economic welfare is as dependent upon general economic policies 
and the economic policies of other groups as upon a so-called farm 
program. Our legislative program, besides involving matters of 
economic welfare, also involves numerous social matters such as 
schools, conscription, national defense, international affairs, health, 
movies, public morals, international relations, and many other 
factors that affect the farm family. The Grange is truly a family 
organization and is interested in everything affecting the welfare 
of the farm home. 

An indication of the broad scope of the problems with which the 
National Grange concerns itself and the importance attached to 
them is found in our committee structure. Besides those dealing 
with strictly Grange activities, we have the following session com- 
mittees: 


1. Agriculture 6. Legislation 

2. Cooperative Activities 7. National Welfare 
3. Education and Health 8. Taxation 

4. Home Economics 9. Transportation 
5. Juvenile and Youth 


During the past year we have had the following intersession com- 
mittees which have a more continuing job, often involving research 
or the development of some definite project. 


1. Movies 5. Health 

2. Youth 6. Juvenile 

3. Fertilizer 7. Home Economics 
4. Cooperative Study 8. Insurance 


Because all the actions of the National Grange cannot be con- 
sidered here, only the farm program and certain other actions we 
consider most important will be discussed. 

During its eighty years life span, the Grange has developed a 
certain economic, political, and social philosophy that is reflected 


* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 28, 1946. 
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in our action on legislation. In recent years we have used our three 
Guideposts to test the soundness of every kind of economic pro- 
posal under consideration. These are: 
(1) All prosperity springs from the production of wealth, or anything 
which retards the production of wealth is unsound. 


(2) The compensation of each should be based on what he contributes 
to the general welfare. 


(3) The prime purpose of government is to protect its citizens from 
aggression—both physical and economic. 


Guide Post No. 1 seems too simple to merit discussion, yet it is 
amazing how many proposals in industry, labor and in agriculture 
violate this basic economic truth. We believe in an economy of 
abundance. Six million individual producers, all subject to the 
vagaries of the weather, cannot produce crops always sufficient to 
meet the consumer’s needs without producing many surpluses. The 
heart of the farm problem lies in developing a marketing system 
which will prevent these surpluses from destroying those who as- 
sure us against want by producing them. We believe the answer is 
neither the destruction of crops, nor limiting production in order to 
force up prices, but rather to divert surpluses to some useful pur- 
pose, and to develop a marketing system such that the primary 

.and secondary markets combined will yield a compensatory price 
at a not over incentive level. 

Guide Post No. 2 strikes strongly at monopoly, whether in the 
field of industry, labor, agriculture, or wherever found. The 
farmer wants to work for what he gets, and get what he works for. 
The present tendency to get all one can, with as little work as pos- 
sible, will lead to national poverty,—not prosperity. Restricting 
output, feather-bedding, reducing all men to a common earning 
power, are thoroughly unsound practices, all too common today. 
Our economy should encourage every individual to develop the 
best he has in him by rewarding him for what he does. The farmer 
who gets no income unless he first produces the wealth from which 
income comes, is a firm believer in making the individual enterprise 
system work. 

Guide Post No. 3 must be considered broadly. The government 
owes no man a living. Its chief function is to see that all have an un- 
molested opportunity to develop their own lives in their own way 
so long as they do not impose on others. Such a service of protection 
may take the form of education, or a public domestic water system, 
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or many other forms. We have sought a sharper definition of the 
sound fields of government operation and private enterprise, but 
have never found one that exactly suits us. Possibly a fairly close 
approach to our thinking would be: “The government should con- 
fine its operations to such essential fields of activities as the people 
can not reasonably perform for themselves, and the control should 
be kept as close as possible among the people directly concerned.” 

To a considerable extent our economy is and must be a regulated 
economy. Particularly with the growth of large and powerful 
economic interests, the Government must prevent aggression upon 
the general welfare. In fiscal, monetary, and all other policies the 
Government should exert its full influence to stabilize our economy 
at high levels of production and employment. If the principles of 
Guide Posts No. 1 and 2 are observed, any governmental action will 
be in the public interest, but we are opposed to legislation which 
unduly restricts the freedom of the individual. 

The Grange also believes that where a problem can be solved at 
the State or local level, it should not become the subject of Federal 
legislation. It is interesting to note that the State Department and 
Army in their program to democratize Germany came to the full 
realization that a democracy is more than a country where people 
can choose their leaders by ballot. Unless Government is close to the 
people so they can understand it and participate in it, they are soon 
electing a dictator. Eventually, the great powers of government are 
used to mold the thinking and lives of the people toward totali- 
tarianism, and sooner or later, free and open elections are abolished. 

At its eightieth annual session last November, the Grange 
adopted a ten-point Platform for Agriculture. Each point will be 
stated and discussed separately. 

1. Conservation of our basic natural wealth of soil and timber must 
be promoted through sound soil-building, water-conservation and fire- 
prevention programs on a self-sustaining basis. 

On conservation, we adopted a very comprehensive statement. 
We believe that conservation is largely a problem of education and 
urge more education in our schools and colleges. We are opposed to 
subsidies to pay the farmer for something he should do in his own 
interest. Where land is seriously abused, and the public welfare is 
thus invaded, we would favor land-use ordinances, compulsory 
controls, or conservation taxes. This is a matter for state and local 
governments. 
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We approve the system of Soil Conservation Districts organized 
by farmers under state law for the purpose of dealing with problems 
in soil erosion, water conservation, soil fertility, and land use, and 
urge that farmers within these Districts exercise their full oppor- 
tunity to plan and direct programs. All duplication of public serv- 
ices should be eliminated. This can be done with proper cooperation 
at the operating level. 

We favor keeping the Soil Conservation Service in the Depart- 
ment of Agriculture, the retention of its present functions and 
independence, and urge that adequate funds be provided for con- 
servation research and surveys, and for the extension of needed 
technical assistance and equipment to Soil Conservation Districts. 

2. Farmers’ equitable share of the national income must be secured 
through a modernized parity and obtained through fair market prices 
rather than by subsidies. Support prices are justified where necessary 
to assure consumers adequate supplies and producers a fair price. 

It is difficult to conceive of legislation involving loans, floors, ceil- 
ings, tariffs or any question touching on equitable prices, or upon 
economic relationships between agriculture and the rest of our 
economy without some sort of measuring stick or thermometer to 
use as a base. Such a measuring stick should never be confused with 
legislation designed to accomplish some economic objective. We 
need an equitable parity formula to replace our present antiquated 
unbalanced formula, with its many exceptions and comparable 
prices which make it almost meaningless. 

I believe I can say that the Grange has taken the lead in recom- 
mending to Congress the modernization of the parity formula. We 
also favor the inclusion of labor in the formula. If the cost index 
theory is sound, it should include every item entering into farm 
costs. The Grange parity formula adopts the 1909-14 period as the 
base for indicating the proper relationship of agriculture to other 
segments of the economy. Thus far the Grange formula is the same 
as the existing parity formula. However, instead of accepting the 
price relationship that existed between commodity prices in 
1909-14 as being sound today, the Grange formula would use the 
price relationships that have existed in the most recent five or ten 
years. It would be a moving average to keep up with the times. 
That is why we call it modernization. 

Putting it simply, we would use the same base period (1909-14) 
and the cost index method (properly weighted) to determine the 
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ups and downs in the general price level. We would then calculate 
the average farm commodity selling price for the last 5 or 10 year 
period. Then the price of each commodity during such 5 or 10 year 
period would be adjusted upward or downward by the percent _ 
necessary to make the 5 or 10 year average conform to the cost 
index. While admittedly not perfect, it is so far ahead of our present 
meaningless mess that it should be promptly adopted without 
waiting another dozen years for the perfectionists to bring in an 
answer which they may never find. 

We have no faith in any magic remedy which could be applied 
to all commodities. Different commodities require different treat- 
ment. We favor a Surplus Commodity Commission which would 
have available a stock of remedies to be applied where needed 
largely as determined by vote of the producers, any floors being of 
the “stop-loss” character with adequate margins for commercial 
operations under normal conditions. 

3. We shall continue as in the past to encourage both marketing and 
purchasing cooperative farmer organizations, as the first reliance for 
adjusting and stabilizing markets in the interest of both producers and - 
consumers. 

The Grange has always been a strong supporter of both producer 
and consumer cooperatives. With the exception of mutual insurance 
associations, where the success depends to a large degree on the 
selectivity of the risk, most of our cooperatives operate on the 
open door basis, with no farm organization membership require- 
ments, and no dues check-offs. Our support is clearly because we 
believe in the objectives of the cooperative way of doing business. 
We are strongly opposed to the efforts of the National Tax Equal- 
ization Association to secure legislation taxing patronage dividends. 
We believe it is actuated by a desire to eliminate competition from 
a very efficient method of doing business by the tax route. 

Because small groups of farmers have seldom had access to credit 
on practical terms, we have supported the REA and the Federal 
Land Banks, Production Credit System and the Bank for Coopera- 
tives. 

The National Grange has adopted a statement of eight principles 
to govern cooperatives and in effect stating what we believe is a 
true and ideal cooperative. These principles are: 

1. Provide for full ownership and control by the member patrons. 

2. Provide for one member one vote. 
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3. Limit substantially all business activity to lines in which 
memberships have a clearly demonstrated need of service. 

4. Where the capital accumulated has no relationship to patron- 
age, interest payments should be limited to a reasonable rate and 
treated as a cost of operation. 

5. Limit non-member business to an absolute minimum and in 
no case to exceed the amount as set forth in the Agricultural 
Marketing Act as amended June 3, 1935. 

6. Provide for the distribution of all savings and the allocation 
of reserves to members and non-members on a patronage basis 
and provide for the distribution of all assets above par value of 
capital stock in the event of liquidation on a patronage basis. 

7. Membership to be voluntary upon the payment of required 
fees, either in cash or by applying accrued savings to the payment 
of fees when authorized to do so in writing. 

8. Provide for refunds of accrued savings held for operational 
purposes for deceased members and for others when membership 
is terminated for legitimate reasons on the basis of the capital 
revolving fund plan. 

4. The Grange supports efforts of the Council of Economic Advisors 
created by Congress for development of a “stock of remedies,” for 
emergency actions in meeting economic dislocations and restoring an 
economy of balanced abundance. 

This has already been discussed. 

5. We urge extension of the Marketing Agreements Act to include 
producers of commodities which can use it to an advantage in securing 
for consumers adequate supplies at reasonable prices, while at the same 
time protecting producers against seasonal market dislocations. 

6. We favor use of marketing quotas, when approved by two-thirds of 
the growers voting in a referendum, for preventing surpluses from 
creating market gluts; supported by a multiple-price system domesti- 
cally for utilization of surpluses. 

In these two points we urge extension of the Marketing Agree- 
ments Act so that more producers can have machinery for dealing 
with surpluses. Marketing agreements have a permanent place in 
taking care of the erratic surpluses that characterize agricultural 
production. They are also the proper means for handling chronic 
overproduction, until a sound adjustment in production can be 
worked out. Rather than curtailing and regimenting production 
we believe in diverting surpluses to lower uses under a multiple 
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price system. While we believe that we must attain reasonably 
balanced production, we believe this can be accomplished by mar- 
keting methods and the advice to farmers which flow from them, 
and we are opposed to regimented acreage control except as a last 
resort. 

7. We favor extension of international trade through commodity 
agreement programs and the use of such devices as the Export Deben- 
ture Plan and Equalization Fee, for assuring American farmers a fair 
share of world markets, and the adoption of safeguards which will 
protect domestic producers from imports in such volume as to destroy 
the American market for American producers. 

Three-quarters of the world’s population are farmers,—the great- 
est block of potential purchasing power on earth. We recognize 
that when the producers of one nation are played against those of 
another nation to drive to unconscionable levels the prices of the 
surplus commodities which seek world markets, the effect is to 
depress domestic markets also, both for the commodity thus mar- 
keted and for competing commodities. This lowers the purchasing 
power of the greatest consuming group on earth, and is reflected in 
less industrial production, less employment and lower standards 
of living. Our first task then is to seek stability of world markets at 
reasonably compensatory levels. 

Protecting the American market for the American farmer merits 
further comment. We can grow bananas in Florida, but no one 
would advocate a tariff on bananas which would raise prices to a 
level to make such operation profitable. On the other hand, if the 
importation of a few carloads of butter, properly manipulated, can 
be used to hold dairy prices to an unjustifiably low level, and lower 
the standards of living for several millions of farm population, we 
are destroying a wealth producing industry for a few cents gain 
which does far more harm than good. Our policies have been de- 
veloped from hard contact with results, and we have not been 
impressed with theories which run counter to our experience. 
Generally speaking, though not without exceptions, we believe 
that we should not erect tariff walls against natural advantages of 
foreign nations, but we should protect our own producers against 
differences in cost of production caused by low standards of living, 
or artificially affected price and wage structures. 

8. We favor establishment of a health program which would include 
preventive medicines; make adequate hospital and medical facilities 
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available to all areas through cooperative efforts; and the establishment 
of a Federal Office of Nutrition to cooperate with state, local and 
private agencies in promoting improved diets. 

Several years ago, Grange people became very interested in 
health programs. Now that Congress has passed the Hospital 
Survey and Construction Act, our Grange leaders in most States 
will be very active in securing the necessary complementary state 
legislation. Also, local communities will need to be informed of the 
procedures they must follow to secure the aid funds. We have 
urged our people to seek strong representation for the farmers on 
the State Advisory Hospital Councils set up for the hospital pro- 
gram. 

The National Grange has endorsed hospitalization and surgical 
insurance as well as group service arrangements for hospital, surgi- 
cal, or comprehensive medical care. We also look with high favor on 
cooperative medicine. It is preventive medicine and generally it has 
meant group practice. Best of all, the cost of comprehensive medical 
care has been very reasonable under this arrangement. In some 
states, laws to permit the organization of health cooperatives will 
be necessary. 

We believe in improved diet through education and not through 
subsidy, except for the school lunch program. While generally op- 
oposed to subsidies, we view the school lunch program more as a 
part of a sound educational system than a subsidy. An adequate 
noon lunch is not only a definite aid in attaining high scholastic 
performance, and better physical standards, but it is also an 
effective means of teaching proper nutrition, from which the parents 
indirectly derive as much benefit as the pupils. We believe the 
program has adequately proved its worth. 

9. We favor Federal and state guidance and assistance in the de- 
velopment of sound, long-range readjustment programs for areas where 
changes in agricultural production have created serious social or 
economic problems. 

Here we have in mind particularly the Cotton South, some of the 
cut-over areas, and badly eroded areas. Possibly certain areas have 
the wrong kind of agriculture; the farms may be too small; the area 
may be totally unsuited to any kind of agriculture; too many people 
may be in the area; and the school and health program may have 
broken down to make matters even worse. 

Education in better farm practices may be quite as important in 
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some impoverished areas as education in the three R’s. Some of the 
people may need to be given vocational training for industrial jobs, 
and some may need financial help by state or federal agencies in 
getting to other jobs. Possibly, a program could be worked out to 
make it feasible for private industry to set up industrial plants in 
such areas. Mechanization of the Cotton South will create many 
social problems which may require Federal and State assistance. 

10. We urge consolidation and coordination of Federal Agencies 
participating in the Agricultural Research and Marketing Act, in 
order to centralize authority, eliminate duplication, and obtain mazxi- 
mum efficiency. We recommend that each cooperating state appoint 
advisory committees patterned after the National Advisory Committee, 
to work with state agencies in developing sound research programs. 

We confidently expect that the Research Bill, if properly admin- 
istered, will prove to be one of the most constructive pieces of 
legislation ever passed as an aid in meeting the farm problems. Un- 
told possibilities exist for better marketing with substantial savings 
for producers and consumers alike. 

Research in marketing should go beyond the physical handling 
of the crop and include a study of the economic forces which have 
so frequently permitted a small surplus to drive the whole price 
structure down to unconscionable levels. It is hoped that those who 
engage in the study will not be such worshippers of the past, and 
such devotees of charts and tables, that they cannot see the pos- 
sibilities of new and better methods merely because they have not 
been employed before. 

At our Annual Session this past November, the Delegate Body 


focused attention upon and adopted this paragraph in my annual 
address: 


I also recommend that the Grange take the lead in each State in setting 
up a state-wide committee composed of representatives of farm and co- 
operative organizations to confer with the Land Grant Colleges, the State 
Departments of Agriculture, and others in an effort to see that every phase 
of the marketing problem is fully studied, and that State legislators are fully 
informed as to the necessity for matching funds. 


Besides the Grange Platform for Agriculture, our program 
touches on many other matters. After months of study, our 
Fertilizer Committee came out with a comprehensive statement on 
fertilizer policy. We believe that fertilizers are basic to a sound 
agricultural program. Therefore, industry must provide a supply 
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of high grade fertilizers at as low a cost as is consistent with 
efficient production and distribution with due allowance for a 
reasonable profit. All commercial production of fertilizers should be 
by private industry, including farm-owned and controlled coopera- 
tives, unless the advantage of government operation is clearly 
demonstrated. Furthermore, our national policy should provide for 
the exploration and development of natural resources, research in 
fertilizer production and use, an educational program to secure 
widespread adoption of improved fertilizer practices, and the 
adoption and improvement of modern fertilizer control laws by 
states. 

We believe that expansion of educational work in the use of 
fertilizer and lime should be by existing educational agencies of 
the State and Federal governments. We believe that a part of the 
funds under the Research and Marketing Act of 1946 should be 
utilized for support of an integrated State-Federal research program 
on production and use of fertilizer in crop production and soil 
improvement. Increased use of the farm unit for both research and 
demonstration is recommended. Our fertilizer policy endorses the 
traditional American policy of no tariff on fertilizer and calls for 
strict enforcement of anti-trust laws. 

The National Grange along with two other farm organizations 
still seeks legislation on certain farm credit matters. Several years 
ago the American Farm Bureau Federation, the National Council 
of Farmer Cooperatives, and the National Grange created a joint 
farm credit committee to study our whole cooperative and govern- 
mental farm credit system. Out of this study came a set of recom- 
mendations designed to provide ample credit for farmers and to 
eliminate duplication and fill any gaps. As a result, the Flannagan 
Bill, H. R. 3422, was introduced and hearings were held. It was 
early determined that it would be unwise to attempt to rewrite a 
complete farm credit structure from top to bottom in one bill, but 
that the first step would be to establish Farm Credit as an in- 
dependent agency, under a bi-partisan board such as has been found 
necessary for commercial credit. The board should be a policy- 
making board only, employing administrators for the various types 
of credit, including long-term, short-term, and marketing credit on 
a cooperative basis, and emergency and rehabilitation credit on a 
direct loan basis. 

We strongly insist that the Federal land banks and the produc- 
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tion credit associations be maintained as cooperatives. We oppose 
any measure which would place the employees of District Farm 
Credit agencies and national farm loan associations under Civil 
Service, as we believe these cooperative institutions must continue 
to be owned and controlled by the farmers. 

The National Grange will seek the extension of Social Security 
to include the farmer and farm workers insofar as it applies to old 
age and survivor benefits. We are now trying to develop a practical 
means for doing this. We do not see how the unemployment in- 
surance program could be successfully extended to agriculture. 

We have long hoped that the Extension Service would insist on 
complete independence of operation so far as control by business or 
farm organizations is concerned, and confine its activities to the 
educational field. Such a situation largely prevails in a majority of 
States but in others serious abuses exist. If not corrected volun- 
tarily, farmers will have to seek corrective legislation. 

Appropriations and taxation will be important matters before 
the next Congress. We are opposed to any reduction in taxes unless 
governmental expenditures are reduced to such a level as to leave 
a substantiai surplus for debt reduction. This surplus is essential 
not only as a matter of reducing the national debt but also to com- 
bat inflation. We believe that many governmental activities should 
be terminated and that great savings can be achieved by greater 
efficiency in the administration of essential services. We will recom- 
mend that the $500 exemptions and allowance for dependents be 
not increased until the budget is safely balanced. We favor the 
elimination of double taxation in the field of corporate income. 

We seek repeal of all Federal excise taxes on motor fuels and parts 
so that this field will be reserved to the States for highway con- 
struction, maintenance and patroling purposes. We are opposed to 
the diversion of funds collected for general highway purposes to 
non-highway uses. 

Our transportation policy favors the maintenance of competition 
among the various forms of transportation by restricting the owner- 
ship of one mode of transportation by another. The consolidation 
of competing lines, if within one form of transportation, should be 
permitted where it will not adversely affect the public interest. 
We will support Federal appropriations for highways, particularly 
appropriations for farm to market roads. 

Labor legislation will be another one of the major problems 
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before this coming Congress. The National Grange will urge upon 
the Congress that it review and reconsider existing labor legislation 
with a view to removing many inequities, establishing full and 
equal responsibility and benefits for employers and employees 
without discrimination. We will also recommend the establishment 
of labor-industry courts. If the decisions of these courts are not 
accepted and a strike or lockout results in a public utility or other 
industry seriously affecting or endangering the public health and 
safety, then these courts should have full powers to order state or 
federal seizure and operation. 

Unless a 6-day week can be assured in terminals handling perish- 
able fruits and vegetables, we may be forced to seek corrective 
legislation. 

The Grange is opposed to peace-time conscription. We believe 
that if adequate pay, and comprehensive educational opportunities 
were available in our military services, and if there would be a 
general cleanup in the moral standards, adequate enlistments could 
be secured on a voluntary basis. 

We are wholeheartedly behind the United Nations and are sup- 
porting the F.A.O. and the International Federation of Agricul- 
tural Producers as worthwhile developments in building peace. | 

I have tried to pick out the highlights of our legislative program, 
but as I have reviewed it, I feel that I have just scratched the 
surface, both in the discussion of the subjects mentioned, and in the 
selection of subjects in a field made broad by the nature of our 
organization and our many years of activity. After all, it is quite an 
undertaking to try to straighten out our whole nation and the 
world in general in the light of the mess we have all made of it.. 


POSTWAR AGRICULTURAL PROGRAM* 
W. R. 


American Farm Bureau Federation 


, American Farm Bureau Federation believes that it is 
extremely important that the gains which have accrued to 
farmers as a result of basic agricultural legislation enacted in the 
past be preserved and strengthened. 

We cannot tolerate again a collapse of our agricultural economy 
such as occurred after World War I, when the bottom dropped out 
of farm prices, and for twenty years agriculture was on a basis of 
economic disparity with industry and labor. During this period, 
farmers became more effectively organized, and forged a national 
program and policies designed to assure economic equality with 
industry and labor. The American Farm Bureau Federation will 
fight to retain this fundamental principle for a national farm pro- 
gram that will maintain a prosperous agriculture on a basis of 
economic equality with industry and labor. We believe this is es- 
sential net only to the well-being of agriculture, but also to the 
Nation as a whole. 

We recognize, of course, that changing conditions and needs will 
require adjustments in the agricultural program to meet these 
changes. 

The American Farm Bureau Federation has not yet determined 
its permanent long-time postwar agricultural program. It is perhaps 
too early to appraise fully and accurately the postwar situation 
from a long-time standpoint and to determine permanent postwar 
policies. 

Recognizing, however, the necessity for adjustments in the 
agricultural program to meet changing conditions in the postwar 
period, the voting delegates of the Federation, representing over — 
one million members in forty-five States and Puerto Rico, urged 
that “thorough studies be undertaken immediately of programs 
for basic agricultural commodities and other commodities to 
determine what improvements and modifications are required in 
order to develop a permanent long-time agricultural program that 
will be more nearly self-sustaining, and which will effectively assist 


* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 28, 1946. 
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in correcting the basic causes of disparity between agriculture, labor 
and industry.” 

Fortunately, we have on the statute books legislation to safe- 
guard agriculture during this period of readjustment, until a per- 
manent long-time agricultural program can be developed. The 
Bankhead Mandatory Commodity Loan Act and the Steagall Act 
—hboth of which were sponsored by the American Farm Bureau 
Federation, and enacted into law in their original form in 1941— 
not only served as the basis for the Government’s wartime food 
program, but also as a bulwark to safeguard farm prices and farm 
income during the difficult period of postwar readjustment. This 
legislation was designed not only to enable farmers to attain all-out 
production to meet wartime requirements, but also to prevent a 
postwar collapse of farm prices such as followed World War I. 

It took many years of struggle, sacrifice, and effort on the part 
of organized farmers to secure the adoption of a national policy of 
economic equality for agriculture. This principle is embodied in the 
parity concept. The American Farm Bureau Federation will resist 
any attempt to destroy the parity concept. We have recognized the 
need for adjustments in the parity goal for certain commodities, 
and have recommended that steps be taken to obtain these needed 
adjustments to give equitable treatment to livestock, livestock 
products, dairy products, and any other agricultural commodity 
that is not treated fairly under the present parity formula. 

Except for these adjustments, we believe, however, that the pres- 
ent parity formula should be used in administering the support 
price program during the Steagall support-price period. We recog- 
nize, however, that the parity formula should be modified to be- 
come effective at the end of the Steagall price-support period and 
we have requested that the appropriate research agencies of the 
Land Grant Colleges and the Department of Agriculture give seri- 
ous study to this matter; and that following such studies, con- 
ferences be held among the leading farm organizations in order to 
develop a definite revised parity plan that will be sound, practica- 
ble, and workable in meeting the needs of agriculture during the 
postwar period. 

Farmers believe in an economy of abundance and stand ready to 
join with industry and labor to achieve maximum production and 
maximum employment through price policies and wage policies 
which are geared to a maximum level of consumption. Farmers 
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have been producing at record high levels for several years. They 
would much prefer to continue to produce at high levels, but they 
alone cannot maintain an economy of abundance. Industry and 
labor must also be willing to follow similar policies. 

Agriculture cannot withdraw into an economic vacuum and de- 
velop a program for agriculture based upon theoretical propositions. 
Due consideration must be given to the policies and practices of 
other economic groups as well as economic conditions generally. 
To be realistic, we must recognize that farmers must exchange 
their commodities with the products of industry and the services of 
industrial labor, which are highly protected by a multitude of arti- 
ficial measures and devices, including tariffs, monopolistic controls, 
restrictive labor legislation such as the 40-hour week, restrictive 
immigration laws, building trade codes, feather-bedding rules, vari- 
ous types of slow-downs, etc.,—all of which tend to hold industrial 
prices and industrial wages at artificially high levels. 

What industry and labor do, and the policies which they pursue, 
necessarily will vitally affect the future course of farm price policies, 
farm production policies, and other agricultural policies. 

We recognize the desirability of full agricultural production, but 
agriculture cannot maintain full production if industry is going to 
maintain rigidly high prices by cutting down production and apply- 
ing monopolistic controls, or if labor is going to insist upon main- 
taining rigidly high wage rates and to continue such increases in 
wages without regard to productivity and to enforce such rates 
with scarcity policies which discourage consumption and throw 
people out of work and on to relief rolls. It is this approach which 
leads to economic chaos. That is why, for example, we are insisting 
that the Fair Labor Standards Act be amended so as to provide 
flexibility in minimum wage rates, so that different rates may be 
established for different regions, based upon differences in living 
costs, and so that the minimum wage rate will be increased or de- 
creased annually in direct proportion to increases or decreases in 
the cost of living. 

Farmers have already accepted this flexibility principle in con- 
nection with price supports for agricultural commodities. The par- 
ity goal, on which all price supports are based, goes up or down 
automatically as the prices of things bought by farmers (which in- 
clude the cost of wages) go up or down. Therefore, we insist that 
labor and industry should adopt this principle of flexibility in 
industrial wages and industrial prices. 
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While we still have shortages of some commodities, we must 
recognize also that we are entering a period when surpluses may 
recur from time to time which will have disastrous economic re- 
sults unless we are prepared to deal effectively with the surplus 
problem. We favor the adoption of a practicable, workable program 
to expand our consumption, effective at home and abroad, but we 
can be reasonably certain—on the basis of past experience—that 
we will probably be confronted with large surpluses of some com-. 
modities, despite all efforts to bring about expanded consumption. 

Whenever surpluses approach unmanageable proportions, it is 
imperative that farmers have the necessary machinery to control 
and adjust these supplies to total demands of markets, so as to 
prevent the wrecking of farm prices, the destruction of farm pur- 
chasing power, and the resulting unbalanced national economy. We 
insist that machinery for adjusting agricultural products and sup- 
plies to total market demands be retained and strengthened, in- 
cluding provisions for soil conservation, acreage adjustments and 
marketing quotas when needed, commodity loans and surplus dis- 
posal, as provided in basic agricultural legislation. 

This is not a scarcity program. It is in reality an insurance pro- 
gram. It should be kept in mind that these provisions for acreage 
adjustments and marketing quotas cannot be invoked unless total 
supplies exceed total domestic and export requirements plus re- 
serve supplies to protect the consuming public against scarcity. Nor 
can these controls be invoked to raise or hold prices above parity 
levels. 

We also favor the continuation of crop insurance. But we urge its 
use only with regional adjustments and on a sound actuarial basis. 

We insist that the Government’s commitment to maintain the 
present mandatory commodity loan program for basic commodities 
during the two-year period following the official termination of the 
war emergency be fully carried out. 

We further insist that the integrity of the Steaga!l Amendment, 
committing the Government to support the prices of nonbasic com- 
modities, for which increased production was requested during the 
war, at not less than 90 percent of parity or a comparable price for 
this same two-year period be maintained. We insist that the intent 
of Congress requires that the support price for such commodities 
shall be a minimum of not less than 90 percent of parity or com- 
parable price, adjusted for seasonal, geographic, and grade differ- 
entials, in the market place at all times during the marketing season. 
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We recognize, however, that in some cases the price support pro- 
gram will necessarily need to be contingent upon compliance with 
production quotas or other mechanism to prevent excessive pro- 
duction to the end that unnecessary governmental costs be avoided. 

Future programs must be planned by the Department of Agricul- 
ture so that support commitments may be successfully admin- 
istered. 

In order to enable the Government to make good on its commit- 
ments to farmers in this legislation, we insist that the life of the 
Commodity Credit Corporation be extended and that adequate 
funds be made available to carry out the loan, support price, and 
other programs authorized by law. 

We are opposed to the use of Commodity Credit Corporation 
funds or other public funds for consumer subsidies in lieu of fair 
prices in the market place. The farmer is just as much entitled to a 
fair price in the market place as the industrial worker is to a fair 
wage or industry to a fair price for industrial goods. The farmer 
must have a national farm program which will enable him to re- 
ceive a fair price in the market place. We are opposed to plans 
which would propose unlimited production at ruinously low prices 
and force the American farmer to depend permanently upon Gov- 
ernment subsidies. 

We recognize the need for reorganization of the Department of 
Agriculture and its various bureaus and agencies dealing with agri- 
cultural programs. We insist that in the administration of all de- 
partmental programs there be every possible curtailment of Gov- 
ernment employes and field organizations contacting farmers, and 
the elimination of duplication, overlapping, and unnecessary agen- 
cies and expenditures. 

It is imperative that farmers have a voice in the development and 
administration of such programs and that each program be efli- 
ciently and economically operated. A minimum of centralized con- 
trol of agricultural programs from Washington is absolutely essen- 
tial. 

We believe it incumbent upon the Secretary of Agriculture to 
consult with the representatives of bona fide farm organizations in 
establishing agencies and agency responsibilities to carry out agri- 
cultural laws and programs. 

Today there are several different agencies engaged in soil con- 
servation work, with resulting duplication and overlapping. We 
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strongly urge a well-coordinated program of conservation of soil, 
water, grazing, and forest resources, designed to secure a maximum 
of conservation with the minimum of expense. To this end, we urge 
decentralization of program planning and operation of conservation 
programs, with authority and responsibilities placed in bona fide 
local, district, and State farmers’ committees. The informational 
and educational work in connection with these programs should be 
decentralized and coordinated through the Agricultural Extension 
Service; and the necessary research work in the States should be 
assigned to the Agricultural Experiment Stations. 

The conservation program should be placed on a grant-in-aid 
basis to States, wherein each State would determine what conser- 
vation practices are eligible for payment under existing laws, and 
no practice would be included unless approved by a State commit- 
tee of farmers and representatives of the Land Grant Colleges. 

In order further to improve the credit services to farmers, we 
urge that the various agencies of the Farm Credit Administration 
and the direct governmental lending agencies be coordinated and 
placed under the direction of a single independent national policy- 
making bipartisan board; that the cooperative features of the farm 
credit system be further expanded and that appropriate steps be 
taken to enable them to become fully farmer-owned and farmer- 
controlled. 

The Federation recognizes the importance of irrigation and water 
development to the agricultural economy of the arid West, and that 
the welfare of Western agriculture demands the development of a 
constructive, far-seeing water policy. Looking to that end, the Fed- 
eration has established a national committee to study land use, 
water, and conservation problems, and this committee has been 
instructed to make recommendations for a coordinated, long-range 
program to the national resolutions committee of the Federation in 
1947. 

We believe that new projects undertaken by the Federal Govern- 
ment on flood control, irrigation, reclamation, and valley authority 
projects should be advanced only after due consideration of neces- 
sity, and of the effect in the monetary and fiscal field, and with real 
consideration of the viewpoint of those in the area affected. 

An effective national soils fertility program is long overdue. The 
American Farm Bureau Federation, as a result of much research, 
has developed a national soils fertility program, designed to greatly 
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enlarge the production, distribution, and better use of essential ex- 
haustible plant nutrients, especially phosphate and potash in the 
more concentrated forms. Farmers must be able initially to increase 
substantially the mineral content of the land so as to establish ef- 
fectively vegetative cover on the land necessary to reduce soil and 
water losses and to grow effectively the kinds and quantities of 
crops and livestock needed to improve nutritional standards of the 
consumer and to enable the voluntary adjustment of production in 
line with effective demand. To accomplish this, we recommend the 
encouragement of the fertilizer industry to greatly increase its plant 
capacity for the profitable production and distribution of both low- 
grade and high-grade phosphate and potash; the acquisition by 
farmers’ organizations of adequate natural reserves of phosphate 
and potash; acquisition by the Tennessee Valley Authority of rea- 
sonable phosphate reserves in the Florida area to supply needed 
raw materials for an experimental blast furnace phosphate plant in 
the Mobile area, and additional reasonable reserves to protect the 
interests of farmers’ cooperatives in the Southern, Northeastern, 
and East North-central regions; construction and operation of an 
experimental blast furnace phosphate plant in the Mobile area by 
the TVA for a temporary period, following which the plant would 
be disposed of to a private agency; appropriate steps to conserve 
and develop the vast resources of raw phosphate rock and potash 
in the inter-mountain area; and a national program of test demon- 
strations by practical farmers, showing the improved uses of con- 
centrated mineral fertilizers in conjunction with liming and other 
improved agricultural practices. 

We urge the extension of rural electrification as rapidly as pos- 
sible to rural families who do not now enjoy this service. 

The American Farm Bureau Federation played a leading role in 
the passage of the Bankhead-Flannagan-Hope Research Act, which 
provides for a greatly expanded research program for agriculture. 
We urge the President and the Congress to make available by ap- 
propriation the full amounts authorized in the Act. We believe the 
greatest possible proportion of these new funds should be spent in 
the respective states rather than being centralized in Washington, 
and that these new funds be administered in such manner as to 
avoid duplication, overlapping, and conflict of agencies. 

Recognizing the need for aggressive efforts to expand domestic 
and foreign outlets, we favor the adoption of a positive, effective 
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program for regaining and maintaining our fair share of world 
markets, sound programs for developing new uses and new markets 
for agricultural commodities, an intensified educational program 
toward improved nutrition, a wisely planned school lunch program, 
and continued research to find ways and means of reducing the 
costs of production, marketing, and distribution. 

In order to assist in financing this program, we urge the retention 
of Section 32 funds for use in the disposal of agricultural surpluses 
in domestic and foreign outlets. Since the need for surplus disposal 
programs varies greatly from year to year, we ask that Congress 
provide that Section 32 funds remain available until expended and 
that these funds be exempted from the provisions of the Legislative 
Reorganization Act of 1946, which prohibits reappropriation of un- 
expended balances. 

In appraising the postwar agricultural situation, it must be rec- 
ognized that farm production is nearly one-third above the prewar 
level. This means that agriculture, more than ever, needs an ex- 
panded volume of foreign trade to absorb its output. It needs it to 
maintain full employment. Neither agriculture nor industry can 
live on the domestic market and maintain a satisfactory standard of 
living. Furthermore, a greatly expanded trade in essential goods 
and services on a sound basis is a primary prerequisite to maintain 
world peace. 

In order to export, we must import. We insist on immediate con- 
sideration of the problem of developing a constructive import pro- 
gram. We know that we need many products from other nations. 
The Office of Foreign Agricultural Relations of the U. S. Depart- 
ment of Agriculture, in cooperation with the Department of State, 
should explore the problem of how to bring in imports which will 
increase our standard of living without unduly disrupting the Amer- 
ican economy. 

We favor a policy to encourage trade through private enterprise. 
In determining our wage, agricultural, and industrial programs, 
consideration must be given as to how these policies fit into an 
expanded international trade program. 

The American Farm Bureau Federation favors gradual adjust- 
ment of trade barriers, including tariffs, import quotas, currency 
manipulation, restrictive rulings on product specifications, and 


elimination of cartels and other monopolistic devices to facilitate 
trade. 
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We reiterate our support of the principles of reciprocal trade 
agreements. It has been long recognized that our protective policies 
have worked undue hardships on agricultural producers. We must 
face the fact that farm products constitute a shrinking percentage 
of our total exports and a growing percentage of our total imports. 
In administering the trade agreements program, equitable treat- 
ment in adjusting trade barriers must be given agricultural prod- 
ucts. 

We believe the use of international commodity agreements, co- 
ordinated under an appropriate international agency, within which 
agriculture has adequate representation, will be helpful in dealing 
with agricultural surpluses. Immediate action on this front is es- 
sential to handle surpluses which are now in prospect. 

We also believe our foreign policy should encourage industrializa- 
tion of other nations and that the International Bank should make 
loans for this purpose. If properly used, both the International 
Bank and the International Monetary Fund can help bring about 
stability of exchange rates among the nations, thus permitting the 
exchange of goods upon the basis of real values. 

The American Farm Bureau Federation has supported, and will 
continue to support, the full participation of the United States in 
the United Nations Organization and various related international 
organizations such as: the Food and Agriculture Organization, the 
International Bank, the International Monetary Fund, and the 
Economic and Social Council. We also favor the establishment of 
an International Trade Organization to assist in bringing about the 
improvement of world trade. 

We believe that a more stable price level is essential to the pros- 
perity of agriculture and all other segments of the economy. While 
this problem is much broader than the agricultural program, as 
such, it vitally affects the welfare of agriculture. Farmers, probably 
more than any other major group, are vitally affected by a change 
in the general level of prices. We realize that greater stability of the 
general price level will not solve all our economic ills, but it is a 
prerequisite to developing a workable agricultural program. We 
likewise realize that many of the war-created inequities in the price 
structure will have to be corrected, and price relationships brought 
into a more normal balance before a program of greater stability 
can be made effective. However, we feel that now is the time for the 
nation to adopt such a program in order to avoid unreasonable 
price fluctuations in the future. 
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We believe that the control of the monetary, credit, and fiscal 
policies should rest in the hands of the Federal Government as is 
prescribed by the Constitution. Unless some success is attained in 
adding greater stability to the price level and the general economy, 
the alternative is likely to be attempts to control many individual 
commodity prices through more detailed types of regulation and 
regimentation. 

The control of money, credit, and fiscal policies of the Federal 
Government should be coordinated under one authority, which 
should be an independent agency established by Congress, the 
members of which should be appointed by the President and con- 
firmed by the Senate. The policies of this authority should be regu- 
lated as far as feasible, by a formula based upon some established 
index which would direct the authority to take action when the 
index reaches certain levels in order to promote a dollar of constant 
purchasing power. Legislation should be enacted giving the proper 
agency of Government responsibility for maintaining the supply of 
money and credit appropriate to the production needs of the Na- 
tion and a stable price level. The monetary authority should have 
the authority to change the gold content of the dollar within the 
prescribed limits of the monetary organization. Our Nation should 
cooperate with various international organizations to bring about 
international stability of prices, the orderly adjustment of exchange 
rates, and foreign trade. 

Steps should also be taken to allow the Federal Reserve to regain 
control of credit. The Federal Reserve System should be provided 
with authority to make its open market operations more effective 
as a means of expanding and contracting credit. Likewise, more use 
should be made of additional selective credit controls. It should be 
the policy to prevent the contraction of money and bank credit 
during periods of depression and undue expansion during periods of 
prosperity. 

We believe that the fiscal policy of the Federal Government, 
which includes the handling of the national debt, is an important 
factor in stabilizing our national economy. We believe it should be 
the policy to handle the national debt in such a manner as to make 
the maximum contribution to economic and price stability, rather 
than financing the debt at the minimum cost. 

We believe that a sound national tax policy is essential to the 
welfare of our entire economy. A long-time stable Federal tax policy 
should be adopted with a tax rate which balances the budget under 
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normal business conditions. Such a program would allow for sub- 
stantial payments on the national debt during periods of prosperity. 
Provisions should be made which will allow for prompt but tempo- 
rary reduction of the lower bracket personal income tax rate within 
certain limits during periods of low business activity. At least a tax 
program should be adopted which would not increase tax rates dur- 
ing periods of depression, or lower them unduly during periods of 
prosperity. Corporation taxes should be put on a “pay-as-you-go” 
basis, similar to individual income taxes at the present time. 

Policies for public works expenditures should also be coordinated 
so as to counterbalance fluctuations in private business and employ- 
ment. 

The American Farm Bureau Federation is opposed to any ma- 
terial reduction in income tax rates as long as inflationary tenden- 
cies prevail and there is a high level of employment. We believe 
that under present conditions, all possible revenues should be ap- 
plied to a reduction in our national debt and that every effort be 
made to eliminate all non-essential governmental expenditures and 
reduce essential expenditures to the minimum necessary for good 
government and adequate national defense. We believe in the pri- 
vate enterprise system and look upon farmer cooperatives as part 
of that system. Cooperative earnings returned to members as pa- 
tronage refunds should not be subject to tax, since such refunds are 
not taxed in the hands of the individual members of the coopera- 
tives. The American Farm Bureau Federation has adopted specific 
recommendations for revision of Federal tax policies. Time does 
not permit discussion of these recommendations here. 

Farm people, as well as all other citizens in the Nation, are vitally 
affected by the widespread industrial strife which has prevailed. 
The American Farm Bureau Federation has always supported the 
legitimate activities of organized labor aimed at advancing the wel- 
fare of employes. We will continue to support the legitimate rights 
of organized labor. However, the Federation, in clear and unequivo- 
cal language, insists that the rights of the general public are para- 
mount to the rights of any one segment of our economy—whether 
it be agriculture, labor, or industry. 

The continuation of the current trend is not only harmful to the 
general public, but also curtails the economic freedom and oppor- 
tunities of millions of willing workers. This trend must be stopped. 
The welfare of all peoples demands that both labor and industry 
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accept their duties and responsibilities in assuring industrial peace 
and full production, so that this Nation of ours can properly per- 
form its function of world cooperation and leadership. 

The American Farm Bureau Federation urges that constructive 
legislation be enacted immediately to correct the present un- 
balanced and disorderly situation in the field of labor relations, and 
that there be developed a mature and stable national labor policy 
which both labor and management can respect and trust and which 
will effectively carry out the objective of harmonious relations be- 
tween employers and employes, with resultant benefits to all seg- 
ments of our economy. 

With respect to farm labor, we strongly oppose the transfer of 
the administration of this program from the Department of Agri- 
culture to the Department of Labor or to any other Federal agency, 
and we urge that the present program be continued with appropri- 
ate legislation authorizing the State Extension Service to adminis- 
ter this program on a decentralized basis, with authority to contract 
with any other agency to handle all or part of the program; or if 
the Extension Service does not wish to assume this responsibility in 
any State, the program is to be handled through any other State 
agency which may be created or approved by the State legislature. 

We recognize that the maintenance of an efficient and economical 
transportation system is of vital importance to agriculture, and we 
will continue our efforts in securing the lowest transportation costs 
consistent with efficient service. We will urge the construction and 
maintenance of year-around farm-to-market roads, but insist that 
the determination of standards, specifications, and other related 
matters be left to the States. We recognize that railroads must 
operate under such reasonable regulations as will assure the public 
fair and reasonable rates and adequate service. We urge that con- 
sideration be given to the immediate use and expansion of inter- 
coastal and inland waterways transportation in order to provide 
healthful competition to rail transportation and afford shippers of 
agricultural products a less expensive means of distribution. We 
urge that careful consideration be given to the problem of highway 
accident prevention and that support be given to legislation and 
law enforcement that will tend to reduce highway accidents. 

I have summarized briefly the major postwar policies of the 
American Farm Bureau Federation insofar as they have been for- 
mulated up to the present time. We recognize that neither agricul- 
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ture, nor industry, nor labor, acting alone can solve its own prob- 
lems adequately. These groups are all interdependent and their 
problems are closely interrelated. The welfare of each group is 
bound up in the welfare of all. We stand ready to cooperate with 
other groups in the solution of our comon problems on a basis 
which will recognize the paramount interest of all the people above 
any selfish group interest. 


GOVERNMENT AND THE ECONOMY* 


SMITH 
National Farmers Union 


HE opportunity to be with you today is doubly grateful to 

me. Five of the most pleasant and rewarding years of my life 
were spent in the Bureau of Agricultural Economics, years when I 
learned that there is a wide gulf between the somewhat forbidding 
term “agricultural economics” and the very human and engaging 
and devoted scientists who practice that profession. I have missed 
that association a great deal, and this occasion of its renewal is 
therefore very welcome. 

But more than that, the nature of this program itself is highly 
gratifying. My assignment in government, both in the BAE and 
the now buried Board of Economic Warfare, was that of evangel 
for the conviction that economics existed not only of and by man 
but also for him. I hope, therefore, that your dedication of an after- 
noon’s program to the specific discussion of so earthy a subject as 
legislation will prove the forerunner of an increasing concern with 
applied economics. 

The only other session of the Association that I have been privi- 
leged to attend was the 1938 meeting at Detroit, and I remember 
somewhat starkly the repercussions that followed the presentation 
of a paper by Howard R. Tolley, then chief of BAE, entitled ““The 
Contribution of Agricultural Economics to the General Welfare.” 
In preparation for this meeting I looked at that paper again, and in 
the light of World War II and of what has happened since, its un- 
orthodoxy does not seem nearly so heretical now as it did then. In 
fact, the appearance of the farm organizations here today seems to 
confirm the main thesis of that paper, that is, that there is an or- 
ganic relationship between theory and application in economics, 
and that practitioners of any social science have a social responsi- 
bility. 

In some sense, then, this discussion is a footnote to that earlier 
paper, although I hasten to add that its author should not be taxed 
either with my boldness in reference to him or with anything that I 
say. But it has seemed useful to refer to that period as illustrative 
of the way circumstances are pushing the layman and the scientist 
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into a greater mutual dependence, and to show that agricultural 
economists are not immune to the contagion of these circumstances. 
In other words, whether you like it or not you are probably going 
to have to expose yourselves more and more to being labeled with 
that dreadful word “planner” as well as “scientist.” 

What I should like to do, therefore, is to try to call your attention 
to the increasing necessity for governmental action in the economic 
sphere and to some of the implications of that necessity for agricul- 
tural economics generally, rather than to discuss specific legislative 
attitudes of the National Farmers Union. In general, I can say that 
the Farmers Union has supported legislation or executive actions 
along all of the lines I shall discuss, but the generalizations are mine 
and not necessarily to be regarded as an organizational position. 

But before the generalizations, there is one concrete suggestion 
I should like to make, based on one of the major accomplishments 
of social science in recent years. This was the adoption in the last 
session of Congress of the Congressional Reorganization Act, an 
achievement that flowed directly from the work of the Committee 
on Congress of the American Political Science Association. The 
work of that group of social scientists, not alone in the content of its 
studies and findings but in its approach to the problem of getting 
those findings enacted, can well stand as a model. I suggest that 
agricultural economists also may well give thought to the means 
whereby action can be had, to the nature of the legislative process, 
and to the reasons why members of Congress fail so often to accept 
the reasoned proposals of social scientists. The answers are not easy, 
and flippancy about politics or about the capacity of Congress or 
about the workings of democracy will not make for understanding. 
The intuitions of politicians, based on long acquaintance with the 
desires and needs of real human beings, are not to be lightly re- 
garded even when they cannot be statistically verified. This is not 
to say that the words or actions of all members of Congress are de- 
sirable or worthy of study. The art of retaining office sometimes 
can be a pretty fraudulent sort of art. But nonetheless nearly all 
members of Congress who remain for any considerable length of 
time work within very well defined boundaries of the opinion of 
their constituents, opinion that affords a rough but very regular 
test of performance. Their success is based upon a conviction by a 
majority of the voters that these members have succeeded as prac- 
tising economists, for most laws are economic, at bottom. 
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Agricultural economists are today striking out on a fruitful and 
hitherto neglected path. Publication by the JourRNAL or Farm Eco- 
NOMICcs during the past year of an analysis of House Appropriations 
Committee hearings on BAE appropriations was a similar salutary 
departure. What I am suggesting is that this field be regularized 
and formalized, that the association may well consider the possi- 
bility of seeking to establish routine contact with some members 
and committees of Congress. For example, the Joint Congressional 
Committee set up under the Employment Act of 1946 would, I am 
sure, welcome such a relationship. 

I take it that there is not too much disagreement concerning the 
economic importance of government, at some point in time ahead 
of us, whether short or long. What should interest us, therefore, are 
the nature of governmental action and the implications for econo- 
mists of such action. Of first importance in any such consideration 
is the clear and firm recognition that government must be made 
responsive to people, a truism that cannot be reiterated too often. 
If government must be active in economic affairs, then the only 
safe course is to make sure that government is really popular and 
really representative, for it then becomes too important a matter 
for it to be any other kind of government. 

In the United States we have classically expressed our democracy 
in ways other than politics. In no other country, for example, can 
so many people perform what is the really complicated operation of 
driving an automobile. In no other land is it expected that the 
average citizen will be able not only to do this but also to change a 
tire, or even perhaps, tinker with the less intricate parts of an auto- 
mobile’s insides. Yet it is a commonplace here. In other words, 
American attention traditionally has been devoted to the develop- 
ment of an extraordinary quality of skills in an extraordinary num- 
ber of citizens as on accompaniment of machine tooling, of the 
devices of mass production, of mechanical refinements of every sort, 
and to the expansion and elaboration of services and related trades. 
All of these, in a sense, are our kind of economic democracy, and it 
is these affairs that genuinely have engaged our interest. It seems 
to me that this different kind of practical democracy affords one 
principal explanation of the equally traditional American lack of 
concern with politics, with the fact that we record fewer votes in 
elections, proportionately, than any other great power, and that in 
between elections we tend to regard the actions of government, 
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whether executive or legislative, as something those fellows in 
Washington are doing, with a handwashing air that indicates it is 
no concern of ours. 

The days when we can afford this attitude are numbered. Pro- 
gressively, from now on it is going to be necessary for Americans to 
pay real attention to government. Furthermore, it is going to be 
necessary to find ways of making our federal system work more 
flexibly and satisfactorily under modern conditions. All of you are 
familiar with the experiments of the New Deal days in the so-called 
“action agencies” of the Department of Agriculture, some of which 
still survive. Each of the major operating agencies—the AAA, the 
FSA, the SCS—evolved its own type of committee or board or local 
system to obtain “farmer participation;” and in many ways this 
was the most interesting and stimulating of all the governmental 
experiments of the ‘thirties’. 

The hard lessons of those days have provided a store of precedent 
and experience that someday will be very useful. But when next the 
attempt is made to bring government into the farm or home, to 
make it as real as a plow, then it will become necessary to move a 
little farther. For what the experimenters of those days were seek- 
ing to do was to evolve a direct line from Washington into the 
county or community. This vitalizing of government at the roots 
was badly needed and is still badly needed. But if it is to persist 
and to become integral in our system, then account must be taken 
of the federal nature of that system. In other words, a genuine 
delineation of function as between the state and federal govern- 
ments is imperative. 

In decisions of the Supreme Court in recent years, the strengthen- 
ing of state as well as national sovereignties has begun, a reversal 
of a trend that since the Civil War has weakened the states and 
their courts and regulatory agencies. In other words, the foundation 
is being laid for a strengthening of state and local units that could 
well restore them to that dignity and significance that marked them 
in the youth of the nation. Such a change will not make it possible, 
indeed, for the states to control great interstate monopolies, nor 
will it make it desirable for them to interpose barriers to trade. But 
it does offer the prospect that within their own and appropriate 
spheres, they will be far more competent and effective corporate 
tribunes for the people than they have ever been. Thus, the time is 
coming when the respective economic jurisdictions of the state and 
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national governments can be lined out with some accuracy, with 
due regard to the effectiveness of each for the performance of its 
assigned tasks, and above all with benefit not only to government 
itself but to the individual citizens for whom any type of govern- 
ment exists. 

_ If these premises can be granted, then clearly agricultural econ- 
omists ought to take the Mt. Weather Agreement of several years 
ago as a starting point and embark upon comprehensive attempts 
to gauge the relationship of the parts of our system to the whole, 
and the implications of that relationship in the economics of agri- 
culture. So much for the first of my observations on the place of 
government in economic affairs. The second, in governmentese, 
could be termed the “regional level.” It is unnecessary to devote a 
great deal of time to this phase of my comments, however, since 
Mr. David E. Lilienthal, new chairman of the Atomic Energy Com- 
mission, but late of TVA, has said most of it far better than I could. 
Again, I should like merely to append a footnote. 

The success of the TVA, I believe, has been due in considerable 
part to the autonomy for which Mr. Lilienthal contends as a first 
principle to combat the threat of excessive bigness in government. 
His axiom, you will recall, is that centralization of authority can 
and must be accompanied by decentralization of administration. 
From such decentralization, as practised in the Tennessee Valley, 
will flow those virtues of flexibility and responsiveness to local needs 
that have characterized TVA. Yet, emphatically as I agree with 
Mr. Lilienthal, there are two observations that need to be made, 
with reference particularly to agriculture. 

Again, the first of these is that the federal nature of our polity 
cannot be ignored, that the very orneriness and crankiness of one 
state as against another or of one community as against others, has 
an abiding value that should and need not be lost in the welter of 
efficiency that the future seems to offer us. In practice, of course, 
TVA has recognised this fact. Indeed, some of us have sometimes 
thought it paid too much attention to it. But the fact that decen- 
tralization of a national program in TVA—so far as agriculture is 
concerned—has sometimes bowed too much to state and local bu- 
reaucracies, is in itself a further argument for a clear definition of 
the respective spheres of government. Because regionalism has both 
its good and bad potentialities, then, it is time that attention was 
given to the ways of application of the Lilienthal formula, so that 
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its beneficence may be confirmed in other regions when the TVA 
model is put to work there. 

But, more than that, the development of regionally autonomous 
agencies will not in itself get at the specific agricultural patterns 
that must be evolved if these agencies are to be fully useful instru- 
ments. In other words, TVA has no organic relationship to the for- 
mulation of national production goals, or to the breaking down of 
national goals into state and country goals. It does not relate its 
operations to attempts to set desirable conservation and nutrition 
patterns, as those fit into a national economy. It has only a tenuous 
relationship, in other words, to the great farm agencies and pro- 
grams. Perhaps it should not have more to do with some of these 
than it now does, and certainly it is highly doubtful that future 
valley authorities should attempt to become miniature Depart- 
ments of Agriculture for their regions. But inevitably such author- 
ities will have a profound influence upon the shape of agri- 
culture, and inevitably agricultural economists must concern 
themselves with the ideal relationship between the two and how it 
ought to be sought. My only point is that the sooner they begin, 
the better. 

As a third example of the ways in which government and eco- 
nomics are intertwined and the need for concern on the part of 
economists with that intercomplication, there is the certain pros- 
pect that sooner or later government must accept responsibility for 
the maintenance of full employment. Let me quote here from a 
comment I made last month on an article in Harper’s Magazine, at 
the request of the editor: 

“Back of every depression is fear, fear that chokes risk capital, 
that causes lay-offs, that turns consumers from spending to hoard- 
ing. To end that fear it is necessary that, somehow, the conditions 
of full employment and full production be guaranteed. The guaran- 
tor’s ability to fulfill the commitment cannot be in question, or 
there will be no guarantee. Private business as a whole cannot 
underwrite such a guarantee except through the abandonment of 
competition and, in effect, of the capitalist system itself. 

“In other words, if such a guarantee is to be made, the govern- 
ment must make it. How, then, shall we escape the Leviathan 
state? My belief is that we can escape it by acting with sufficient 
boldness. In other words, if we guarantee, not a specific job for 
each individual, but the economic climate, then we can avoid the 
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necessity for detailed, man-by-man, town-by-town, business-by- 
business regimentation. . . . 

“‘As against the sweeping guarantee of the conditions of full pro- 
duction and employment for which I contend, there is the type of 
intimate regulation of personal fortunes envisaged in the original 
Beveridge ‘cradle-to-grave’ social security plan. ... The issue is 
what kind of intervention we are to have, and, even more important 
how it can be the kind of intervention that will preserve those vir- 
tues of enterprise, imagination and expansiveness that we like to 
call American. The choice in other words is between detailed eco- 
nomic controls by government, similar to those we have had during 
the war, and the bold creation, by a single stroke, at once powerful 
and limited, of conditions that will render excessive bureaucracy 
not only unnecessary but absurd. The former leads toward fascism, 
the latter toward a new economic democracy.” 

However unpleasant to some of us the connotations of that fact 
may be, I submit that we had better face up to it, for the very life 
or death of American ways of doing things is involved. The critical 
decision must be how to use government to achieve stability, and 
that the key to that decision lies in reducing the number of govern- 
ment interventions in proportion to the power of those interven- 
tions. If it is going to be necessary to rely extensively upon govern- 
ment in the future, let us use our best efforts to avoid the kind of 
all-embracing reliance that has characterized such actions else- 
where. Viewed in such a context, the importance of the acceptance 
of social responsibility by economists is clear, as is the importance 
of their concern for the shape of government. 


AGRICULTURAL LEGISLATION: AN APPRAISAL 
OF CURRENT TRENDS AND 
PROBLEMS AHEAD* 


CLARK 
University of Wisconsin 


Prone of the efforts of farmers during the past quarter 
century to obtain the aid of government in behalf of agricul- 
ture discloses that the many procedures undertaken have been 
aimed almost entirely at immediate and special advantages for 
certain groups of farmer producers. 

In spite of the shortcomings which experience has convincingly 
demonstrated as regards these so-called farm programs (Mr. Goss 
has just called them a meaningless mess), we today are still asked 
to consider cotton programs, plans for export crops, basic crops, 
low-income farmers and other special interest groups within agri- 
culture. 

The fact remains, however, that farm welfare cannot be main- 
tained for any sustained period of time at a level significant'y 
above that of our economy as a whole. If we want better economic 
conditions for farmers, we will first have to insure better conditions 
in our overall national economy. There are few obligations which 
it is more important that agricultural economists assume than the 
task of convincing rural people and the general public of this inter- 
relationship between agriculture and the rest of the economy. 

Certainly all of us will agree that there have been, and are, 
specific situations when farm people have reason to believe they 
have been treated unfairly. To correct such conditions may some- 
times require specific legislation. But in my judgment the plans for 
the general improvement of agriculture as an economic enterprise 
had best begin with efforts to correct the causes of our underlying 
economic problems rather than put so much emphasis and reliance 
on attempts to protect farmers from the ill effects of these basic 
problems. 

Because other occupational groups may have made the mistake 
of taking the narrow and short-sighted approach to the funda- 
mental issues of economic policy determination in a democracy, 
does not by any means imply that we in agriculture are wise to 


* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 28, 1946. 
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imitate them. On the contrary, we will better serve farm people if 
we use as effectively as we can whatever influence we have to win 
wider acceptance for the policies which will promote the more 
effective functioning of the overall economy of the nation. No 
combination of special governmental programs for specific farm 
groups can possibly accomplish as much for rural people as will the 
acceptance by farmers and the general public of the policies which 
will permit the people of our nation to make the most of our marvel- 
ous natural resources and the methods which science and tech- 
nology have given us. 

Last week a friend of mine, who had just returned from overseas 
where he had been on a mission for the Department of State, told 
me of the widespread misery and discouragement he had observed. 
The after effects of the destruction of property, and the loss of life 
caused by the war, are simply beyond the comprehension of those 
of us who have not been abroad in recent months. 

But much more serious, according to my friend, is the sense of 
frustration and despair. For hundreds of millions of human beings 
both in Europe and in Asia, the struggle is. not for a better living, 
but for mere existence. Such persons cannot be expected to have 
much loyalty to abstract philosophies or democratic principles. 
They are desperate people, and offer a constant invitation to dema- 
gogues who promise them a short cut to an improved level of living. 
With our rich natural resources, and our very much higher level of 
living, we Americans are envied by nearly the whole world. It is 
a vulnerable position for us to be in. 

My friend went on to say that he had little confidence in our 
ability to protect our American way of life by using merely mili- 
tary methods. Warships, airplanes, guided rockets, even the atomic 
bomb, will not give us security for long. The United Nations Or- 
ganization offers a better approach, and deserves our wholehearted 
support. We can hope that it may grow into a powerful and effect- 
ive bulwark of peace throughout the world. 

In the judgment of my friend, the strongest defense which the 
United States has today is in the better education of our citizens, 
in the greatest possible development of research, and in the con- 
tinuous expansion of our economic productivity as an industrial- 
ized nation. Our lack of numbers can be offset by the high level of 
understanding and skill of our individual citizens, and the maxi- 
mum utilization of science and technology in turning out the great- 
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est possible production of goods and services. I am convinced this 
analysis of the situation is sound, and that to ignore the recom- 
mendations of my friend will jeopardize the future of the United 
States as a free nation. 

With this audience I do not need to document the statement that 
education makes a people competent and makes them economically 
strong. Not only do Americans need more education to enable them 
to be more efficient—they need more education to increase their 
understanding of their fellow Americans and of other peoples 
throughout the world. The man who knows only his local commun- 
ity, or who thinks only of the immediate advantage of those en- 
gaged in his occupation, is hopelessly narrow and incompetent 
when faced with problems or programs which involve the welfare 
of the nation or the world The things we do on our own farm or in 
our own community or state, are still important; but in 1947, and 
in the years ahead, the crucial policies and activities are those we 
attempt together as citizens of our nation. 

Education has still another benefit to offer. Education breeds 
understanding between nations as well as between individuals. 
The better our understanding of other countries, the more likely 
we are to avoid the things which are really unessential to us, but 
which may loom large in the minds or emotions of citizens of other 
lands. 

What I really want to emphasize is the urgent need for Americans 
to practice as well as preach the philosophy of greater and greater 
utilization of research and technology in the production of the 
goods and services which in peacetime supply the basis of our 
American level of living, and in wartime enable us to throw more 
destruction at the enemy than he can throw at us. Continuous, high 
level production is the prime essential for improving the welfare in 
peacetime of the nation’s 140 million citizens, and it is an absolute 
necessity if we are to enable the United States, and the democratic 
form of government, to survive the hazardous years which lie 
ahead. 

Millions of Americans are still ill-fed, ill-clothed and ill-housed, 
even though the United States is today enjoying a higher level of 
employment and prosperity than at any time in history. Thousands 
of children are deprived of schooling because of the lack of school 
buildings and school teachers. We need to double the number of 
hospital beds to take care of present needs. Malnutrition handicaps 
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most of the low income groups of our population. It is a sad com- 
mentary on the intelligence of Americans, when so many of our 
people—both urban and rural—must spend their lives in squalor, 
privation and ill-health, when science and technology have shown 
how the levels of living of all our 140 million people can be raised 
to heights at least as high as those now enjoyed by you and me. 
But to attain this economy of abundance will require enthusiastic 
support by all groups of our citizens in a program of securing the 
maximum possible output of the goods and services our people 
must have if we are to obtain freedom from want for all of our peo- 
ple. 

It is most disturbing, therefore, to witness so many examples 
where Americans are deliberately seeking to nullify the benefits of 
research and invention, and to reduce the output of workers in 
industry and in agriculture. Their motives are to increase the im- 
mediate income or comfort, or individual security, of persons en- 
gaged in a particular enterprise. They do not seek to impair the 
public welfare, or to lessen the ability of the nation to defend itself; 
but the end results are exactly these, regardless of the intentions. 

The craving for personal economic security is widespread today. 
People want protection from forces which might make their present 
employment less profitable. Such desires are understandable, but 
if we get security at the price of “freezing” present patterns of em- 
ployment, present levels of production, or any other procedure 
which introduces rigidities into our economy—we handicap and 
jeopardize the entire program of using science and technology to 
give our people an economy of abundance. 

Looking backwards a quarter of a century we can sympathize 
with the situation faced: by harness makers, and those who manu- 
factured buggies and buggywhips, when tractors, trucks and auto- 
mobiles began to replace horses and mules. But does anyone believe 
our government would have been wise if it had enacted legis- 
lation to maintain the unneeded workers in these occupations? 
Would such a program have been really helpful to the workers in- 
volved, let alone a good use of taxpayers money? Yet in all honesty 
should we not admit that many of our governmental programs to 
“aid” agriculture have attempted a sort of “‘stabilization” of current 
crop and livestock production, even though far-reaching economic 
forces have called for substantial readjustments in agricultural 
production patterns? 
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Usually we can see these things more clearly in other occupations 
than in our own. Most farmers resent, and are ready to oppose, 
efforts by labor unions to compel employers to hire more workers 
than are actually needed for a job. “Feather-bedding” is a practice 
which most of us find hard to justify. Why should the railroads be 
forced to pay wages to more train crews than are essential for the 
operation of the trains? Who will defend the efforts of Mr. Petrillo 
to require employment of musicians who do not produce music, but 
only stand by? Farmers’ tempers rise to fever heights when the 
truck drivers union compels a farmer, when he brings his produce 
into a city market, to pay a truck driver to ride on the seat along- 
side of him. 

All of us as consumers feel victimized when we are told of man- 
agers of industry who keep certain factory units in idleness because 
to operate them will increase the supply to where profit margins 
will be reduced. Widely accepted is the principle that it is in the 
public interest for management and capital to secure increased 
returns by increased production, with the profit margin per unit 
decreased, but the number of units increased to where total profits 
are actually enhanced. Americans instinctively believe that effi- 
ciency is in the public interest. 

It is paradoxical, therefore, to witness efforts by farmers to enlist 
the government as a partner in programs designed specifically to 
reduce production. Yet this is exactly what has been the central 
purpose of much federal agricultural legislation during the past 
two decades. From the attempts of the Federal Farm Board under 
President Hoover to secure voluntary reductions in crop plantings, 
down to the resolutions passed this month of December, 1946, by 
some of our leading farm organizations, there has been constant 
support by many farmers of government programs to enhance the 
price of specific agricultural commodities. Inevitably this means 
lessened consumption. 

Farmers have vigorously opposed governmental subsidies to keep 
prices of agricultural products low to consumers. But they have cer- 
tainly not been equally critical of the use of governmental funds to 
keep prices up for farmer producers. All of us: laborers, industrial- 
ists and farmers; as well as others; have followed a short-sighted 
policy which seeks individual or group advantages at the expense of 
the general welfare, and in the long run is contrary to our own best 
interests as well. 
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If we are realistic, we will recognize that the production restric- 
tion and price support programs have not been entirely satisfactory 
to the farmers these programs were intended to aid. As economic 
theory would imply, the benefits of price support programs tend 
to be prompt and easily recognized. The farmers currently engaged 
in producing the crop secure larger immediate incomes. But the 
next generation of farmers may not be benefited at all, as for exam- 
ple the new farmer who does not have a tobacco allotment. The 
disadvantages are slower in appearing. Too often farmers are not 
aware of them when they do develop, and they sometimes assume 
the undesirable results were brought about by other causes. 

High prices, however, are almost always followed by reduced 
sales. Loss of part of a market is certainly not to the advantage of 
farmer producers. High prices likewise encourage foreign competi- 
tors to take away a part or all of our export business. High prices 
also stimulate the use of substitutes, such as rayon in the replace- 
ment of high priced cotton. 

More important, perhaps, is the fact that high prices encourage 
farmers to increase production in lines already out of balance; and 
instead of a price support program helping to get supply and de- 
mand in better relationship, it usually actually aggravates the 
problem the program was designed to alleviate. 

Even today, when food products are in stronger demand and 
higher in price than at any time in the nation’s history, it is my 
understanding the government will take a loss of $80 million on 
the 1946 price maintenance program for potatoes. Just last week I 
heard a leading official of the U. S. Department of Agriculture say 
the Department anticipated a cost of $200 million in 1947 for the 
price support program for eggs. After all, someone must be found 
to eat the products which are forthcoming at the supported prices, 
or else the taxpayers are compelled to pay the costs when they are 
destroyed or used in some uneconomic manner. It is quite a little 
to expect that consumers will acquiesce in the use of large sums for 
this purpose over any long period of time. Droughts and wars can- 
not be counted upon to use up the excess supplies every time. 

We have here in the United States marvelous natural resources, 
highly developed industrial facilities, and an agricultural plant 
which has amazed the world. We can have, if we want it, and will 
work for it, a level of living and well being far beyond anything we 
ever had heretofore. But in the past 18 months we have spent a 
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dangerously high portion of our national energies in economic and 
political warfare between occupational groups fighting for selfish 
advantage. Meanwhile, all of us pay the price in the form of cur- 
tailed production, inflated prices, and bad blood between the great 
occupational groups of our population. 

I think you will agree that democracy as a form of government is 
on trial today as it never was before in all its history. Democracy, 
if it is to have the confidence of the people, must do something more 
than be an accomplice, or even an acquiescent victim, to groups of 
citizens who seek economic advantage at the expense of the rest 
of the nation’s citizens. Certainly the rank and file of voters, who 
know that science and technology have made attainable an eco- 
nomy of abundance, will not support a system which restricts pro- 
duction, raises unit prices, and in other ways denies consumers of 
the benefits which research and our rich natural resources make 
easily possible. 

All of us recognize the insecurity which has been associated with 
the farming business.. We can sympathize with efforts by farm peo- 
ple to reduce the hazards and the uncertainties of crop and live- 
stock production. None of us believes that federal agricultural leg- 
islation to restrict the output, or to jack up prices, of agricultural 
products was designed to injure American consumers, or to impair 
the economic vigor of our nations. Mr. Ogg has just told you the 
American Farm Bureau Federation endorses the concept that the 
public interest should take precedence over the special interests of 
economic groups. Other occupational groups have been using pro- 
duction restriction programs to promote their interests. Farmers 
were led to believe they must do likewise in self defense. Too many 
folks seemed to forget that we live by production, and not by the 
lack of it. Certainly it is self-evident that everything we do to re- 
strict or reduce needed production makes us poorer as a people. 

But what can and should the government do to give farmers 
greater economic security? Certainly everyone wants rural people 
to have protection from the kind of economic disaster which struck 
so many of them during the early thirties, and even in the twenties. 

In planning for the welfare of farming in the years ahead, I want 
to emphasize that I am dealing only with the long run policies for 
agriculture, and not for the immediate emergencies. A hungry world 
is still finding ways to buy all that our farmers can produce, and 
at prices which make production profitable. The Steagall Amend- 
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ment gives our farmers assurance of price support for two years 
after the war is officially declared to be over. The question we face 
is what we are to ask the government to do in peacetime to give 
farmers economic security. 

In analyzing our problem we should recognize that American 
agriculture is very diverse. There is no single-shot panacea which 
will take care of the needs in all parts of the country. As is brought 
out so clearly in the Tenth Report of the House Special Committee 
on Postwar Economic Policy and Planning (commonly known as 
the Colmer Committee), the 50 per cent of the farms of the nation 
with the lower incomes receive only 18 per cent of the total net in- 
come of agriculture. Doubling the prices of crops and livestock 
would still leave most of these low producing farm families with 
insufficient cash from their farming operations to provide what you 
and I deem to be an adequate level of living for Americans. Price 
support programs, or production restriction programs, are both 
wholly inadequate to meet the requirements of the one half of our 
farm people who really are in largest need of governmental aid. 
As the Colmer Committee so well said, “It cannot be too strongly 
emphasized that price manipulation does not solve the basic causes 
of low incomes in agriculture; the solution lies in having other more 
attractive jobs available, and in assisting people to move into 
them.” We can hope that many of these people will remain in rural 
communities and provide farmers with much needed services as 
carpenters, masons, electricians and in similar occupations. They 
do not all have to move to cities. 

We can improve the situation for low income farm people, es- 
pecially for their children, by providing better educational facilities 
in rural areas. Training should be available for both farm and non- 
farm employment. Health programs will do much to increase the 
vigor and efficiency of these low income people—in addition to add- 
ing to their comfort and well-being. A nationwide nutrition program 
will aid them as well as the urban people who are ill-nourished. 

But what should government do to give more economic security 
to the 50 per cent of our families on the commercial farms who re- 
ceive 82 per cent of the net cash income of agriculture? These peo- 
ple, too, will be benefited by an expanded program of improved 
educational and health services in rural areas. Over and beyond 
these, however, is the requirement for some sort of floor under prices 
of farm incomes which will cushion, even if it may not completely 
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prevent, large and disastrous price drops of things farmers sell. 
Milton S. Eisenhower has likened such price floors to lifeboats on a 
great liner. They are always in readiness, but everyone hopes they 
will not have to be used, because travel in a lifeboat is so much less 
comfortable and efficient than aboard a liner. 

If I were to pursue President Eisenhower’s analogy further, I 
would suggest that in actual experience farmers have not been sat- 
isfied with just an ordinary lifeboat which would keep them afloat 
until the storm was over or they were rescued. They have urged 
their Congressmen to install powerful engines in the lifeboats, fit 
them out with comforts and conveniences to the extent that travel 
in a lifeboat would no longer be just for an emergency, but whenever 
the liner fails to make the speed the passengers would like. More 
than one Congressman has racked his brain trying to find a way of 
making price floors, designed for agricultural emergencies, effective 
in raising farm prices and incomes in periods of normal demand for 
farm products. 

By contrast the Colmer Committee made the following sugges- 
tions regarding the stabilization of farm prices: 


“It should be understood that the basic objectives of such support 
prices is to remove short-run price uncertainties and not to establish a 
long-run price support system for any one commodity or for agricultural 
prices as a whole. This program alone would not assure the farmers a 
stable income over the years. 

“The support levels should be such that they would be below the levels 
that would balance the expected supply and demand of various products, 
and they should vary from year to year as supply and demand conditions 
change. 

“Except in case of demoralized world market situations, support prices 
for export commodities should not exceed the prices expected to prevail 
on the world market over the production period. 

“There should be no direct limitation of production. 

“The committee believes that changes in the program of supporting 
prices on the present parity basis must be instituted as rapidly as possible. 
While a sound economic revision of methods of computing parity for indi- 
vidual products might reduce some of the present uneconomic price parity 
relationships, a sounder long-run solution would appear to be to develop 
other means that parity prices for protecting the well-being of farmers. 


Prices should be free to perform their important market functions so far 
as possible.” 


In summary it can be said that careful economic analysis indi- 
cates the paramount need for flexibility in our economy. There must 
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be no governmentally sanctioned or encouraged programs which 
“stabilize” current patterns of employment, production, or prices. 
To permit such rigidities or monopolistic practices to exist, whether 
sponsored by private interests or public agencies, is to nullify the 
benefits of science and technology, and to hold back our people as 
they climb up the road which leads to an economy of abundance. 

The democratic form of government is inherently vulnerable to 
pressure group tactics by citizens who are organized. We face the 
necessity ot finding effective methods of convincing our people that 
letting each group have its way does not add up to an effective pro- 
gram for all, and that instead such tactics jeopardize the future of 
our democratic form of government. 

It seems to me the basic test of any democracy is the ability of the 
general public to accept and to carry out uncomfortable policies 
which are clearly in the longtime interest of the nation. We have 
demonstrated as a people that we can do exactly this in wartime; 
the question now is whether labor, industry, agriculture and others 
are willing to follow such a policy in peacetime. 

Dictator Salazar, of Portugal, was recently quoted as saying the 
English type of democracy was ill adapted to Portugal, because 
Latin people will not impose restraints on themselves. I surmise 
that we in the United States, in the years immediately ahead, will 
be put to the uncomfortable test which Salazar says makes democ- 
racy impractical for Latins. 

There are those who have already been asking if democracy, 
which was so well suited to the more simple economic conditions of 
the United States during the 19th century, may be able to meet 
equally well the extraordinarily complex problems our people face 
today. It will not be an easy test, and my greatest hope is that 
American farmers will be in the forefront of those who by precept 
and by example will prove that Americans will make democracy 
succeed as gloriously in peacetime as they did in wartime. 

It is within our grasp to create in this country what mankind has 
dreamed of since the beginning of’ civilization—an economy of 
abundance for all. The willingness of occupational groups to work 
together to bring about this objective also represents our most 
effective defense against any dangers which might threaten our 
nation from abroad. 


A THEORY OF COOPERATION* 


Frank Rospotka 
Towa State College 


HE topic assigned was entitled “The Theory of Cooperation.” 
Taek other attempts have been made to formulate theories 
of cooperation, this attempt must be regarded as a theory. It is 
limited to the formulation of a theoretical explanation of the eco- 
nomic nature of the cooperative form of business organization, but 
others have dealt with the problem even from this restricted view- 
point. The outline here presented is necessarily brief and, therefore, 
sketchy. It is in the nature of a summary of some of the basic 
essentials as they are being developed in a manuscript for a book 
on the subject which is in the process of preparation in collabora- 
tion with Dr. E. G. Nourse, until recently of the Brookings Insti- 
tution. 


I. The Evolving Concept of Cooperative Association 


In order to establish a point of departure for this discussion it is 
desirable to trace in bold brush strokes the evolutionary course that 
cooperative activity and thinking has taken and to outline the 
limits to which cooperative ideas have developed. 

Robert Owen’s basic idea that through cooperation people may 
provide for their own needs is as valid today as it was then, but his 
ideas as to the extent to which they may do so and as to the means 
to that end differ considerably from those held today. 

The major essential differences between his views and those of 
present day cooperators are: 

1. Whereas he advocated self-sufficient communal colonies which 
would provide all the goods and services needed and which would 
eventually transform society, cooperative activity has long since 
restricted its objectives to meeting particular needs through spe- 
cialized business units functioning within the framework of the 
existing exchange economy. 

2. Whereas his scheme contemplated a community of interest in 
property and common sharing of benefits, practical cooperators 
have built upon a recognition of individual private property in- 


* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 27, 1946. 
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terests and of participation in benefits in proportion to participa- 
tion in the activities of the organization. 

3. Whereas Owen’s scheme contemplated relying upon public 
spirited citizens and philanthropists for capital, cooperators recog- 
nize the necessity of cooperators themselves assuming responsibility 
for providing the capital necessary, at least for the basic financial 
structure, and, in fact, for all of the usual entrepreneurial responsi- 
bilities. 

4. Finally, whereas Owen’s scheme contemplated essentially a 
benevolent administration of the enterprise “from the top down”, 
cooperators insisted upon developing the latent capacity of people 
to administer their own enterprises on a democratic basis. 

Most of the considerations which have come to be recognized as 
essential for the successful conduct of cooperative enterprises were 
at least partially recognized even prior to Owen, and certainly 
prior to Rochdale, but the manner in which they were finally 
worked out and combined at Rochdale, provided the pattern for a 
growth so widespread and permanent that it is generally regarded 
as the turning point in the history of cooperative developments, at 
least as applied to the field of consumer purchasing. This pattern 
undoubtedly represents so practical an adaptation to certain wide- 
spread circumstances that no essential changes have been made in 
it since that time in its application to certain areas of cooperative 
activity. 

This pattern, however, has not proved to be the best adaptation 
to other circumstances, particularly to those in the fields of agri- 
culture, credit, finance, insurance, utilities, irrigation, and others. 
The development of distinctive types of cooperation organization 
in these other fields was as spontaneous and indigenous to other 
parts of the world as Rochdale cooperation was to consumer co- 
operation in Great Britain. In particular, the so-called nonstock- 
nonprofit type of organization evolved by farmers represents not 
only a spontaneous development but one that is indigenous to 
agricultural areas of the world, particularly Switzerland, Denmark 
and the United States. It is, moreover, regarded by many students 
of cooperation as representing a significant advance in the evolution 
of cooperative ideas comparable to that of Rochdale cooperation, 
that is, as the second milepost, if not the final stage in the emergence 
of a concept of pure cooperation. 

The foregoing developments, however, represent developments 
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~ in the evolution of cooperative activity in practice. What can we 
say with respect to progress in the theoretical economic interpre- 
tation of these practical developments? 

Voluminous as the literature on cooperation is, by far most of it 
deals with the subject from socio-reformistic, ethical, sociological, 
historical, descriptive or promotional viewpoints, rather than from 
the viewpoint of its strictly economic aspects. However, as early 
as 1831, Phillip Buchez indulged in some philosophical speculations 
in the latter direction. About three-quarters of a century later other 
European students addressed themselves to the subject suggestively 
from the point of view of economic interpretations. Among the 
more significant contributions may be mentioned those of Pénta- 
leoni, Rabbeno, Valenti, Mariani, Baranovsky, Liefman, and 
Fuchs. 

Valenti and Mariani in particular suggested ideas which are re- 
flected in present day thinking. For example, Valenti accepted the 
“hedonistic nature of the economic behavior of cooperators” and 
pointed out that “cooperation is an organic part of the existing 
system of exchange economy” and that cooperatives are one of 
several “natural correctives to overcome the deficiencies of distri- 
bution.” Mariani, a follower of Valenti, appears to have penetrated 
deeper than any of the others up to that time when he pointed out 
that “...the members of a cooperative credit association con- 
centrate [integrate]! the functions of the organizers and of the pa- 
trons [users] of credit; in marketing associations the functions of 
manufacturing are fused [integrated] sometimes with the functions 
of producers of raw materials and of middlemen; consumers co- 
operatives, with complete potential restoration [integration] of pro- 
duction for [with] consumption in some lines of activity at least 
can bring in the most radical changes of this kind... . ’”” 

Liefman’s definition to the effect that cooperatives are arrange- 
ments for the establishment of common facilities through which the 
participants as producers or as consumers seek “‘to complete [their] 
acquisitive or consuming activities,’ suggests that a cooperative is 
an arrangement by means of which autonomous economic units 
may jointly carry on activities common to their individual eco- 
nomic pursuits. He also suggests that a cooperative is not a “firm’’, 
but is a special form of business unit which is to be distinguished 


1 Brackets are the author’s. 
2 Ivan V. Emelianoff, Economic Theory of Cooperation, p. 22. 
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from ordinary business units. He points out that “since a coopera- 
tive is inherently furthering or completing the economic activities 
of its members, all the members of cooperative associations neces- 
sarily participate in the economic work of the association.’ 

Fuchs’ analysis leads him to challenge some of the traditional 
cooperative ideas, particularly the so-called “open membership” 
idea, with reference to which, in workmen’s cooperatives, he says 
that considerations of efficiency dictate that membership shall be 
limited to such numbers as will provide “an optimum volume of 
employment.” 

American literature on cooperation is also voluminous, but again, 
most of it deals with the subject primarily from historical and de- 
scriptive viewpoints, with major emphasis on methods of organiza- 
tion and operation. Most of this literature merely reflects the ideas 
as they were molded by practical experience. As agricultural eco- 
nomics emerged as a specialized field of applied economics in re- 
sponse to the pioneering work of H. C. Taylor, T. N. Carver, and 
J. L. Coulter, and as agricultural extension developed, agricultural 
economists addressed themselves to the problems of the then de- 
veloping cooperatives in agriculture and found themselves called 
upon more and more to lend their assistance to cooperatives in con- 
nection with the many problems incident to the rapid estension of 
cooperative activity progressively from one commodity field to an- 
other and from local to central markets. Although most economists 
who have become identified with the economic problems of agri- 
culture have contributed to the literature on agricultural coopera- 
tion, few of them have attempted to deal with the subject from an 
analytical or interpretive point of view designed to contribute to a 
clearer understanding of the essential economic nature of the co- 
operative form of business organization. Conspicuous among the 
latter are Dr. E. G. Nourse and Dr. J. D. Black. Thus, although 
there have been many writers, few have undertaken to advance the 
thinking beyond traditional ideas. 

Most American economists who have written on the subject 
would probably accept the following general ideas about coopera- 
tion: 

1. Cooperative is a form of business organization—an economic 
entity. It is an association whose members are its patrons. It is 
organized by them and is essentially owned and controlled by them 


8 Ibid., p. 26. 
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and operated for their benefit as patrons. This is in general contrast 
to business units operated for the benefit of either capitalists or 
wage earners. 

2. Regarding organizational and operational techniques, devices 
and business practices, there is substantial acceptance of the so- 
called Rochdale “principles” relating to democratic control, limit- 
ing returns to capital, trading “‘at market prices,” participation in 
earnings on a patronage basis, prohibition of proxy voting, restrict- 
ing control to active patron members, low membership fees, neu- 
trality in politics and religion, and so on. 

The following additional ideas, however, represent a more ad- 
vanced stage in the evolution of cooperative thinking: 

3. As to economic structure, Dr. J. D. Black says, in effect, that 
a cooperative is a horizontal combination of coordinate units, which 
may serve many purposes of such units. However, when vertical 
integration is contemplated, either forward toward consumers or 
backward toward sources of supply, horizontal combinations are 
essential among units which are too small to undertake vertical 
integration individually.‘ 

Nourse, of course, also recognizes that cooperation, as a means 
of effecting large-scale organization, represents a process of vertical 
or horizontal integration.’ These terms appear only once in the 
entire book. And although the terms are not used at all in his article 
“The Revolution in Farming,” Yale Review, Oct. 1918, the idea of 
integration is implicit throughout the article. 

4. Regarding the economic relationship established among the 
members of a cooperative, Black says that cooperation is the an- 
tithesis of competition; that is, that the members cooperate rather 
than compete as among themselves.® 

5. Recognition of the implications of the nonstock—nonprofit 
type of organization involves departures from Rochdale principles 
in several essential respects. Nourse is undoubtedly the outstanding 
interpreter of cooperation exemplified by this type of organization. 
He raises the question as to “whether we are to regard cooperation 
merely as a somewhat different way of conducting the affairs of the 
corporation .. . or whether certain distinctive standards shall be 
set up to embody certain specific doctrines of cooperation as a dis- 


4 J. D. Black, Production Economics, Henry Holt, New York, 1926, p. 891. 

5 E. G. Nourse, Legal Status of Agricultural Cooperation, The Macmillan Com- 
pany, New York, 1927, p. 119. 

6 Black, op. cit., p. 866. 
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tinct method of conducting business... . ,”’ as contrasted with a 
company which represents “‘a modified form of the ordinary profit- 
seeking corporation, employing a particular scheme of profit shar- 
ing.””? 

His analysis stresses the following basic considerations: 

6. Membership in a cooperative rests upon a personal basis, 
rather than upon an impersonal financial basis. People will volun- 
tarily coalesce on the basis of their community of interest, personal 
qualifications, and ability and willingness to assume the obligations 
implicit in mutual undertakings, particularly with respect to pa- 
tronage, risks and costs. This is in contrast to concentrating a vol- 
ume of patronage by competitive (“speculative’’) trading on the 
basis of current market prices, in which case capital contributors, 
as such, must bear the risks. 

7. A cooperative thus conceived is a means by which participants 
may more efficiently perform certain functions, processes or activi- 
ties which are integrally related to the economic activities of the 
participants. Such a cooperative is not an economic unit which 
“pursues its own independent economic career.” 

8. Membership in a true cooperative is not identified with capital 
contribution but with participation in the activities of the organi- 
zation; the capital of such a cooperative is completely divested of 
its traditional entrepreneurial connotations and is placed on a loan 
basis. 

9. Since a true cooperative is an association of human beings who 
agree to assume mutual obligations in order to gain mutual ad- 
vantages in connection with the performance of certain functions 
common to their economic pursuits, nonmembers are not a part of 
such an organization. Therefore, it is inconsistent for a cooperative 
to deal with them. To do so almost inevitably results in the emer- 
gence of elements of profits or losses which destroys the distinctive 
character of a true cooperative. 

Nourse’s analysis as presented in his “Economic Philosophy of 
Cooperation,” American Economic Review, 12: 577-97, and par- 
ticularly in his “Legal Status of Agricultural Cooperation, 1927,” 
undoubtedly marks the limits to which philosophical speculations 
regarding the cooperative as a distinctive type of business organiza- 
tion have advanced. Although he has since made numerous contri- 
butions on cooperation, these have dealt primarily with cooperation 
in particular spheres of action rather than with attempts to further 


7E. G. Nourse, Legal Status of Agricultural Cooperation, pp. 49 and 52. 
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refine the concept of the cooperative organization as such. More- 
over, cooperators themselves, although they have continued to ap- 
ply the cooperative idea to ever expanding spheres of activity, have 
added nothing to the nonstock concept of cooperative organization. 
The Sapiro and Farm Board episodes of the 20’s and early 30’s, 
rather than contributing to refinements in the concept, represent 
aberrations and retrogressions in this respect. And the subsequent 
Federal action programs, some of which, like the AAA production 
control and marketing schemes, have been described as being co- 
operative because they involved the collaboration of farmers, their 
cooperatives as well as other trade groups in some cases, are more 
accurately described as socialization or partial socialization rather 
than cooperation in the sense in which the term is here applied to 
the distinctive type of private enterprise business organization. 

These latter developments tend to emphasize some of the limita- 
tions of the cooperative type of business organization in dealing 
with the comprehensive forces the interactions of which make up 
the general economic environment in which all types of private 
enterprise business units operate. 

At the first session of the American Institute of Cooperation, Mr. 
Richard Pattee, one of America’s most penetrating lay cooperative 
thinkers, raised a question as to “just what we have got to do to be 
entitled to be considered cooperative ...,’ and whether “... 
thought along this line has gone far enough to enable us to set up a 
definition that is fixed and standard and can be applied with exact- 
ness... .’® The proceedings of this session do not indicate that he 
received a satisfactory answer, at that time. There is nothing to 
indicate that Nourse’s “Legal Status . . . ” was written in response 
to Pattee’s challenge or whether Pattee found therein an answer to 
his question. 

It appears that economists have been content to accept the stage 
to which cooperative ideas had evolved by 1927 as entirely adequate 
and satisfactory, if not final. At least they have given voice to no 
protests, criticisms or further elucidations. 

Seventeen years after Pattee raised his question, Emelianoff in 
his “Economic Theory of Cooperation” addressed himself specifi- 
cally to this question. Unique and suggestive as his analysis is, he 
appears to have overshot the mark in a number of essential respects. 

An adequate theory of the cooperative type of business organiza- 


8 American Cooperation, Vol 1, p. 165, Washington, D. C., 1925. 
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tion must explain and rationalize in acceptable economic terms all 
of the considerations with respect to which this type of organization 
claims distinctiveness. For example: If the capital of a cooperative 
is, in fact, loan capital, how is the transformation from traditional 
entrepreneurial capital brought about? What disposition is made of 
the traditional functions associated with entrepreneurial capital, 
such as decision-making and risk-bearing? If a cooperative is in fact 
profitless, a logical corollary is that it must also be riskless, hence 
what happens with respect to risks must be explained. If patronage 
refunds and returns paid on capital do not constitute distributions 
of earnings, what is it that is thus distributed? What are the impli- 
cations of the usual assertion that true cooperatives operate at 
cost? Since agents derive income from rendering services for their 
principals, how can this fact be reconciled with the usual allegation 
that a cooperative is a nonprofit organizaton? How may the tradi- 
tional “‘one-man, one-vote” method of control be explained? 

The problem will be approached by examining what happens 
when a cooperative association is formed. 


II. What Happens When a Cooperative is Formed? 


Attempts to explain what a cooperative is frequently proceed by 
comparing or contrasting the cooperative with the ordinary corpo- 
ration. The writer believes that it is more natural and, consequently 
more illuminating to approach the subject from the point of view 
of the behavior of participants in a cooperative undertaking, be- 
cause, in the final analysis, cooperation consists of a mode of action 
on the part of the participants. They act either competitively or 
cooperatively. The logical approach therefore, seems to be to ex- 
amine the nature of the economic relationships which are estab- 
lished among the participants when they choose to function co- 
operatively. 

The analysis could proceed by making an examination of what 
happens in the simple case of two livestock producers who negoti- 
ate, in an isolated instance, to make a joint shipment of livestock to 
a central market. Would their action in this case result in the 
organization of a cooperative association, or would it merely consist 
of a transaction? Some collaborative arrangements no doubt are 
merely transactions. It would seem that something more permanent 
and substantial must take place before it can be said that a co- 
operative association has resulted. 


102 FRANK RopotKa 


Since the essential nature of the relationships established would 
be the same whether the number of participants was 2, 200 or 2000, 
it will be assumed that the two producers had decided to ship co- 
operatively under agreed arrangements as a more or less permanent 
policy. 

The first essential, of course, is that the participants agree to ship 
jointly. Such an agreement involves an entrepreneurial decision on 
the part of each participant. It is a decision that only sovereign 
entrepreneurial units can make. If they continue to ship jointly, it 
simply means that the agreement is a continuing one, or is renewed 
from time to time. 

Several significant things which must be emphasized have hap- 
pened as a result of this simple initial step. 

1. A horizontal combination of the participating units had been 
effected. 

2. The combination was effected by the voluntary mutual agree- 
ment of sovereign economic units. 

3. The agreement involves only the livestock shipping activities 
of the participants, who retain complete autonomy with respect to 
all of their other activities. 

4. The combination is, therefore, not accomplished by a merger or 
consolidation, as a result of which participating units would lose 
their individual indentities, but by a federation of sovereign units. 

5. The agreement relates to activities which participants as live- 
stock producers had previously performed individually; that is, the 
marketing of their livestock. 

6. Through the agreement, participants have added the perform- 
ance of functions which they had not previously performed—i.e., 
the assembling of livestock into economical shipping units. Thus, 
they have integrated with their other productive and marketing 
activities the functions of the livestock assembling and shipping 
firm. 

Thus, this simple step illustrates a case of horizontal and vertical 
integration, but it is a case of concerted integration—integration 
accomplished not by merger or consolidation but jointly by a group 
of federated units which retain their individual identities. And the 
purpose of their action is to coordinate particular activities inte- 
grally related to their individual economic pursuits. 

All of the considerations with respect to which cooperatives claim 
distinctiveness must be consistent with and are explainable in terms 
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of this basic concept of the cooperative as a type of business organ- 
ization. Some of the more important of these considerations will be 
examined in the remainder of this paper 

Has a New Economic Entity Emerged? That a cooperative organ- 
ization is a business enterprise—a “firm”—is almost universally 
accepted without question or verification. Emelianoff’s analysis, 
however, leads him to the conclusion that a cooperative is not a 
firm in the usual technical sense, but that it consists of a loose bond 
(perhaps in the nature of a treaty among sovereign units) only 
strong enough to accomplish the degree of coordination of activities 
desired by the participants, and yet so weak that it does not impair 
the sovereignty of participating units. This phase of the problem 
cannot be dealt with adequately in a brief discussion. Although a 
cooperative does not appear to meet all the specifications of a firm, 
it cannot be denied that it is an economic entity. Even in the case 
of the two farmers shipping stock cooperatively, a new decision- 
making body is created. The essence of the agreement they had 
entered into involves a commitment on the part of each of them to 
submit certain questions regarding his shipping activity to group 
decisions. Each participant must surrender sovereignty to this ex- 
tent; hence each participant’s status as an individual maker of de- 
cisions in this particular respect is modified. Others now participate 
with him in this process. Those who thus participate in making 
these decisions, therefore, constitute a new decision-making unit. 

It must, however, be recognized that this decision-making unit 
cannot make decisions which are unrelated or inimical to the inter- 
ests of participants as livestock producers. This decision-making 
body consists of the participants, but as members of this body they 
continue to function in their capacity as livestock producers. Their 
joint decisions with respect to the shipping activity will, therefore, 
be integrated with their decisions as individual livestock producers. 

A New Risk-Bearing Body Emerges. Since the decisions of the 
participants regarding their shipping activity are now group de- 
cisions, and since those who make decisions must assume responsi- 
bility for their consequences, a new decision-making body cannot 
emerge without the simultaneous emergence of a corresponding 
risk-bearing body. 

In the first place, a new risk situation was created when the two 
farmers decided to ship jointly. By coordinating their shipping 
function, participants may increase some risks and decrease others. 
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For example, there is the chance that one of them may desire to ship 
at a time when the other is occupied in other urgent activities. On 
the other hand, the risk of being denied access to a favorable market 
at inopportune times may be reduced. Participants as a group will 
be affected by this particular risk situation differently than they 
would be as nonparticipants. Certain risks, such as losses in transit, 
variations in costs of shipping, and others, will now be shared by 
the participants jointly rather than individually. Certain risks will 
thus be spread among this particular group of participants. 

Again, it must be recognized that the new risk-bearing body con- 
sists of the participants as producers of livestock ; it is not one that is 
dissociated from participants as individual livestock-producing risk 
bearers. 

The Cooperative as an Income Unit. Thus, although a new eco- 
nomic entity emerges, it is not one which, as Nourse, says “pursues 
its own economic career,” independently of those of participants. 

That it is the purpose of true cooperators not to interpose a 
profit-making unit between themselves and their market is amply 
borne out by positive assertions of purpose to that effect made by 
cooperators. This purpose is usually explicitly set forth in articles of 
association, by-laws and supplementary marketing agreements fre- 
quently entered into by members of cooperatives. 

From a legal point of view, a cooperative is a non-profit organ- 
ization if it obligates itself to refund to patrons any surplus over 
costs. However, the economic fact, to which the law thus seeks to 
give expression, is that when autonomous units cooperate with re- 
spect to some part of their activities, they still act in their own 
capacity as autonomous units and are responsible, as participants 
in the cooperative activity, for the results of their decision to so 
function. For example, the livestock producers in our illustration 
have merely chosen to sell in the central market at central market 
prices, rather than in a local or some other market. Access to the 
central market was rendered economically feasible for small-scale 
producers by coordinating their shipping activity. Cooperative 
shipping is only one of several alternative methods of disposal avail- 
able to individual producers. Large-scale producers will already 
have assembled livestock into economical shipping units and may, 
as individual producers, integrate the usual functions of the live- 
stock shipping firm. When they do so, the shipping function does 
not become an economic entity separate from that of the farm 
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business unit, hence does not become a separate profit-and-loss unit, 
nor a separate income tax-paying unit. Neither the large-scale pro- 
ducer who performs the shipping function himself, nor the small- 
scale producers who ship cooperatively, have made a sale or 
received a price until their stock is sold in the central market and 
they have received the gross proceeds. Moreover, each receives 
payment for the net market weight, hence assumes any loss due to 
shrinkage or damage in transit. He likewise assumes responsibility 
for transportation and central market costs, as well as for any costs 
incurred locally in preparing the shipment and dispatching it to 
market. 

The cooperative shipping arrangement merely represents an ex- 
tension of the entrepreneurial functioning of the participating units. 
It is a method by which several small units may jointly accomplish 
the integration of functions which larger units may accomplish in- 
dividually. The proceeds from sales in the case of the cooperative 
do not belong to the cooperative any more than they belong to the 
sales or shipping department of the large-scale producer who shipped 
his own livestock. Nor does the cooperative incur expenses for 
which it itself is responsible, any more than does the shipping de- 
partment of the large-scale producer. The producer, as such, is re- 
sponsible for such costs. The cooperative is, of course, authorized 
by the participants to incur necessary expenses in their behalf. 
Hence the proceeds a cooperative receives from sales of members’ 
products accrue to participants as liabilities of the cooperative, and 
expenses which it incurs in their behalf are receivables which pa- 
trons are obligated to pay. Hence the cooperative, as such, cannot 
realize a profit nor incur a loss. 

Patronage an Obligation. Obviously, the benefits which the pro- 
ducers in our illustration anticipate gaining by shipping coopera- 
tively can be realized only if each of them fulfills his part of the 
agreement. Neither of them could afford to go to the trouble and 
expense of delivering his livestock for shipment at the appointed 
time and place except on the assurance that the other would do 
likewise. In consideration of the mutual advantages to be gained 
each participant obligates himself to function as contemplated or 
to reimburse the other to the extent of any damage sustained by 
him in case of a default. Each has therefore placed himself under a 
moral obligation to function as contemplated. In more formal ar- 
rangements, such obligations are usually explicitly set forth in a 


106 RoBotKa 


legally binding contract, with provision for the payment of stipu- 
lated damages in case of a breach thereof. Every cooperative ar- 
rangement involves an implied if not explicit obligation to utilize 
the facilities jointly provided as a means of carrying out the purpose 
of the participants. 

Moreover, acceptance by the participants of the obligation to 
ship livestock jointly through specific facilities provided for the 
purpose means, in effect, that the participants have decided to ab- 
stain from shipping or selling in competition with others. Their 
combined offerings enter the market supply as a single unit of prod- 
uct rather than as several competing units. As a consequence, par- 
ticipants abstain from competing against each other in their search 
for sales or marketing facilities and are no longer free to respond 
individually to the solicitation of competing dealers or sales agen- 
cies. Instead of vying against each other in these matters, they act 
in coordination with each other. 

“Service at Cost.’ One of the basic tenets of cooperation is that 
participants shall receive service at cost. The customers of an or- 
dinary business unit may and frequently do receive service at cost, 
sometimes even at less than cost, or there would be no business 
failures. This does not mean that such businesses are functioning on 
a cooperative basis. Involved in the service-at-cost idea as it relates 
to cooperative operations is the fact that participants authorize the 
cooperative to incur and assess against them only the actual costs 
of serving them. This is only a partial explanation, however, be- 
cause customers may enter into a contract to the same effect with 
an ordinary business, provided a business can be found which is 
willing to forego profits. The real reason why cooperative activities 
are said to be conducted at cost is because they are a part of the 
integrated activities of the participants. When a farmer does his 
plowing himself, he receives service for what it costs him to render 
it. If he hired it done, he would normally have to pay not only the 
expenses of the plowman but something extra to induce him to 
assume the risks and for planning, organizing and supervising the 
operation. When cooperators jointly conduct an integrated activity, 
they themselves incur the expenses of conducting it, and in addition 
assume the risks and the responsibility for planning, organizing and 
supervising the operation. They thus “earn” or “save” what they 


would otherwise have to pay someone else for performing these 
latter functions. 
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Patronage Dividends. The patronage dividend is another feature 
characteristic of cooperative operations under certain conditions. 
Occasion to use this device has thus far not arisen in our coopera- 
tive shipping illustration. As is generally recognized by students of 
cooperation, operations which are conducted on a “net returns” or 
“agency” basis normally result in no balance to be distributed in 
the form of patronage dividends, as the net balance is distributed 
among patrons at the end of each pool period. In 1936, 56 percent 
of the agricultural marketing cooperatives in the United States (85 
percent if grain marketing cooperatives are excluded) operated on 
a pooling, commission or other type of agency basis, as distin- 
guished from the so-called purchase-and-sale basis. 

Students of cooperation would probably agree that the so-called 
patronage dividend is not a true dividend in the sense that it rep- 
resents a distribution of profits. However, where the patronage 
dividend is used, as it frequently is, as a profit-sharing device (as a 
competitive device to attract patronage) it becomes a method of 
distributing profits. Ordinary corporations may distribute some of 
their profits to their customers in this manner. Where business 
operations are conducted on a competitive price basis, and where it 
is not contemplated that patrons, as such, shall assume responsi- 
bility for costs and risks, then it is a fortuitous matter as to whether 
the operations result in a profit or a loss. If under such conditions a 
loss results, stockholders must bear it. Such a business cannot at- 
tract capital unless investors are offered inducements in the form of 
profits. It is, of course, for them to decide whether or not they wish 
to share their profits with the customers of the business. If they 
decide to do so, the refund consists of a share of the profits dis- 
tributed as a gratuity to customers. 

Although the operations of many so-called cooperatives re- 
semble those of a profit-sharing corporation more than those of a 
true cooperative, the patronage dividend as used by true coopera- 
tives functions in quite a different manner. It is only when it is used 
as a truly cooperative device that the patronage dividend is not a 
true dividend. No true cooperative deals with its patrons on a 
competitive price basis. Technically a price is a consideration in- 
volved in the transfer of title. The risks of ownership pass with the 
title. When a customer pays or receives a price, his interest in the 
transaction or its consequence in terms of profit or loss ceases. How- 
ever, when a cooperative patron’s interest in the transaction con- 
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tinues in the sense that the transaction is not consummated until 
it is adjusted to a cost basis, then the settlement at the time of the 
transaction is not a price settlement but a tentative or “‘provisional”’ 
settlement subject to adjustment after a final accounting. The pa- 
tronage refund under such circumstances is a device designed to 
adjust the transaction to a cost basis. In such case, there would be 
no profit to distribute in the form of a true dividend. 

True patronage dividends might arise in the case of our shipping 
illustration under either of two circumstances. 

‘First: If it is assumed that each of the participants advanced a 
lump sum to cover the costs of preparing the shipment for market 
such an advance, if it is to serve its purpose, would necessarily have 
to be somewhat more than it is estimated the actual expenses are 
likely to be. After the actual costs are ascertained, the excess would 
accrue to the participants as an overcharge for services and would 
be refunded as a patronage dividend. 

Second: If it is assumed that the cooperating shippers preferred 
to receive advances of a part of the market value of the livestock at 
the time of its delivery for shipment (presumably by means of a 
loan) the advances would not represent payments at purchase 
prices, but advances in the nature of loans or “provisional” settle- 
ments pending arrival of sales proceeds. Since the cooperating ship- 
pers could not consistently advance themselves more than the net 
amount of the sales proceeds and since the amount of the latter 
cannot ke known until they arrive, the advances must necessarily 
be conservative. Actual sales proceeds would thus normally exceed 
the advances made. The excess would accrue to participants as a 
liability of the cooperative and would be paid them in settlement 
of the underpayment made at the time the livestock was delivered. 

A true patronage dividend is thus a device designed to adjust 
provisional settlements to a. cost basis. In actual practice, adjust- 
ments in the form of patronage dividends for underpayments for 
products delivered as well as for overcharges for services rendered 
are, of course, not calculated separately but are combined in a 
single patronage dividend adjustment and usually at the end of the 
year. Any such underpayments or overcharges accrue to patrons as 
liabilities of the cooperative by virtue of the predetermined purpose 
of the participants to coordinate their activities as autonomous 
units on a jointly integrated basis. When the cooperative makes 
such adjustments, it merely discharges a liability. 
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The Capital of a Cooperative. It may appear that thus far the 
illustrative shipping case has involved no capital. This is not strictly 
true, for someone financed the livestock and the shipping expenses 
pending receipt of the proceeds from the market. Participants, of 
course, provided this capital by advancing funds for shipping ex- 
penses and by waiting for the proceeds to arrive. However, since 
each of the participants financed his livestock and shipping ex- 
penses individually and directly, no unit of funded capital has, as 
yet, emerged. 

If it is now assumed that the number of participants is increased 
to the point where it becomes feasible to provide a continuous 
shipping service, it will be found desirable to maintain a small in- 
ventory of feed, bedding, and other supplies. Participants will now 
have to provide capital to finance the inventory of supplies. In 
order to achieve effective management of such a fund of capital in 
the interest of the whole group, it will obviously be necessary for 
participants to surrender individual control over their respective 
contributions to it and to be willing to submit questions regarding 
its use to group decisions. A unit of funded capital would emerge at 
this point. It would be administered by a decision-making and risk- 
bearing body consisting of the participants. Although normally 
members delegate broad general authority to a board of trustees, 
and they, in turn, to hired managers and employees, members as- 
sume responsibility for all decisions and will retain veto power, 
which at the extremity may be exercised by withdrawal from the 
cooperative. 

This unit of capital, however, is not a unit of entrepreneurial 
capital in the usual sense. Each participant, instead of advancing 
only enough to finance the expenses of a current shipment, as in 
our original illustration, will now make an advance designed to 
finance the expenses of future shipments. The advance is thus in the 
nature of a deposit against which the expenses of future shipments 
will be charged. Any unabsorbed balance of a patron’s advance will 
accrue to him as a liability of the cooperative. In order to maintain 
a continuing inventory of supplies, it will, of course, be necessary 
to continue to replenish the fund as supplies are drawn upon. This 
will be accomplished by assessing a charge for supplies actually 
used against each patron each time he ships livestock. 

The capital fund thus created would differ from ordinary entre- 
preneurial capital in several respects. Participants would not be 
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accorded a voice in the management of the association by virtue of 
their advances of such capital, but by virtue of their participation 
in the shipping activity. They would not contribute the capital for 
the purpose of deriving an anticipated income from it, as such, but 
as a condition to receiving shipping services. They would likewise, 
as contributors of capital, have no claim to a share of the proceeds 
from the sales of livestock, nor to residual assets. Nor would they, 
as capital contributors, assume risks of losses occasioned by the 
shipping activity, because, as already indicated, participants as- 
sume such risks as participants in the shipping activity by virtue of 
the fact that they assume responsibility for costs (including losses) 
which are deductible before sales proceeds are distributed. 

The same reasoning would apply if the participants should now 
decide to advance additional capital, for example, to build a shelter 
for the supplies, or pens and other facilities to care for the livestock 
pending loading for shipment. Such capital would likewise repre- 
sent advances made by participants to cover the costs of services 
to be received in the future. The facilities in which such capital 
might be invested would constitute a “plant” owned jointly by the 
participants, the costs of the current use of which being included in 
current service charges. Such capital would likewise be a liability 
on the books of the cooperative, since any part of it which has not 
been absorbed by costs of services rendered for participants would 
accrue to them. Each participant, thus, in effect, allocates a part 
of his entrepreneurial capital to the association to be expended in 
providing him with desired services. 

Where contributions of such capital are evidenced by shares of 
capital stock, as it still often is in practice, the holders of such stock 
are usually restricted as to voting rights, claims to income or assets 
and responsibility for risks to such an extent that it resembles 
capital stock in its traditional sense in name only. Because of legal, 
accounting and business precedents and practice, the tendency is to 


regard it in the light of its traditional connotations in ordinary 
corporations. 


® It is recognized, of course, that theoretically pure cooperation can only be ap- 
proximated in practice. Because cooperating patrons in practice seldom assume re- 
sponsibility completely for all costs and risks, capital contributors, as such, must 
assume these residual risks. Hence, in practice the capital of most cooperatives re- 
tains in varying degrees the characteristics of entrepreneurial capital. This is par- 
ticularly true in the case of the “profit-sharing” type of cooperative which deals 


= its patrons on the basis of competitive prices, rather than on a “net returns” 
asis. 
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Interest or “Dividends” on Capital. Since, as already indicated, 
the participants in a true cooperative assume responsibility for 
costs and risks on a patronage basis, capital as such is relieved of 
the usual business risks. Contributors of such capital, therefore, 
are not entitled to receive a return on capital in the nature of 
profit as a reward for assuming risks. Moreover, the capital which 
participants advance is not advanced in anticipation of the returns 
they may receive upon it, but as a necessary condition in order to 
make certain desired services available to them. In any case, since 
the operations of a true cooperative are conducted on a cost basis, 
there would be no residual income to distribute to capital as such. 
Moreover, since any return members receive on their capital con- 
tributions would either be added to the expenses of the services 
they receive or be deducted from proceeds from sales accruing to 
them, there would be no point in paying such a return. Members 
would merely be shifting such amounts from one pocket to the 
other. In practice, however, capital contributions are frequently 
not made in proportion to the use participants anticipate making of 
the services of the organization. In such cases, the payment of a 
return on capital is justified on the ground that it compensates 
for disproportionalities in capital contributions. The members who 
contribute capital in excess of their proportionate share, in effect, 
loan to those who contribute less than their proportionate share, 
and the return is, therefore, in the nature of interest rather than a 
distribution of residual income. 

The Basis of Control. As already indicated, the members of a 
cooperative participate in control, not because they have con- 
tributed capital, but because they participate in the activities of 
the organization. In a farmers’ marketing cooperative, for example, 
a member may contribute $100 of capital but may entrust products 
to the association worth may times that amount. Obviously he 
would not be willing to do this if the organization’s policies were 
controlled by capital contributors, as such, or others whose in- 
terests were not identical to his own. Hence, control in a coopera- 
tive is identified with patronage because it is with respect to 
patronage that the member normally assumes major risks. In an 
ordinary corporation it is consistent to identify control with capital 
contribution, because in that case the major risk is borne by stock- 
holders as contributors of capital. 


A question arises, however, as to how much control a member of 
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a cooperative should exercise. In our original shipping illustration, 
there were only two participants. Obviously there could be no col- 
laboration between them if either of them dissented. Even though 
one of them contributed 9/10 of the patronage and was accorded 9 
votes to the other’s one, he would not be in a position to impose his 
will upon the other without the latter’s consent. 

The traditional idea that control in a cooperative must be on a 
personal (democratic) basis, rather than on a financial basis, no 
doubt to some extent stems from the idea that a cooperative is an 
association of human beings rather than an impersonal organiza- 
tion of capital. It should also be remembered that during the 
period of cooperative beginnings in England, the question of 
suffrage was also being agitated. It is only natural that workers, 
being denied representation in the affairs of government, should 
insist that in their own organizations there should be no discrimina- 
tion among the members in the control of their affairs. It should 
also be remembered, however, that, at least from a property owner- 
ship viewpoint, a high degree of homogeneity existed among the 
cooperators of that time. 

Nevertheless, for over a century equal voting has continued to 
meet with the almost universal approval of cooperators, perhaps 
primarily for political and phychological reasons, but also probably 
to some extent because of the fear that unequal voting might result 
in favoring interests represented by wealth rather than the interests 
of members as patrons. It should be clear, however, that equal 
voting would tend to exclude those who might feel that their 
interests might not thus be adequately protected. For example, 
large-scale producers may refuse to join an organization consisting 
predominantly of small-scale producers, and vice versa. Under 
certain circumstances which necessitate the collaboration of a 
heterogeneous group, unequal voting has been found to be the 
only basis on which the necessary amount of participation was 
obtainable. Voting in irrigation cooperatives is commonly on an 
unequal basis. Voting in some of the Pacific Northwestern coopera- 
tives is based on acreage, fruit trees, cows milked, etc. Certain 
Czechoslovakian electrical cooperatives have persistently failed 
until voting according to patronage was introduced. 

From a strictly economic point of view, voting rights would be 
apportioned according to risks assumed, and since in a cooperative 
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these are borne proportionally to patronage, voting would be based 
on patronage, if not strictly proportional thereto. 


Conclusions 


It is believed that a satisfactory basis for the rational explanation 
in economic terms of the distinctive features which characterize 
the cooperative association is provided when a cooperative arrange- 
ment is conceived as a federation of autonomous economic units 
whose avowed purpose it is to function in their individual capacities 
but in a coordinate manner with respect to specific activities in- 
tegrally related and common to their individual economic pursuits. 
A new economic entity emerges when a cooperative association is 
formed because participants must agree to submit to group 
decisions questions relating to the activity being coordinated. The 
cooperative association, as such, however, is a sovereign unit only. 
with respect to its external relationships. Internally, the partici- 
pants act in their individual capacities in a mutually agreed upon 
manner, hence the acts of the cooperative represent the sum of the 
acts of the participants. Functioning cooperatively thus represents 
a choice on the part of participants of alternative methods of 
functioning; that is, it represents an extension of their entre- 
preneurial functioning. 

It is only on the basis of such a concept that the nonprofit 
character of the cooperative arrangement, as such, its “service- 
at-cost”’ basis of operation, the nature of its capital, the patronage 
basis of members’ participation in benefits, risks, costs, and con- 
trol, and the other distinctive features of true cooperation are 
explainable in an economic sense. 

When a group of units associate themselves in the manner in- 
dicated, it results in the establishment of a distinctive type of 
multilateral economic relationships among themselves which have 
to do essentially with their entrepreneurial functions of decision- 
making and risk-bearing with respect to the coordinated activity. 
Their purpose to thus function is given legal effect when partic- 
ipants enter into a multilateral agreement in the form of articles 
of association, by-laws, and often supplementary special contracts. 
The basic purpose of the enactment of special cooperative laws for 
the incorporation of such associations is to give legal recognition 
and a legal status to the distinctive type of economic relationships 
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established when a cooperative association is formed. Many co- 
operative laws, however, only partially recognize the economic 
nature of a true cooperative association. Many of them are de- 
signed to give legal recognition to intermediate stages in the 
evolution toward true cooperation, such as modifications of 
ordinary corporations designed to permit them to share profits 
with patrons on a patronage basis, etc. 

Although it is not anticipated that pure cooperation will be 
realized in practice in a large majority of cases, the formulation of 
an economic concept of pure cooperation should serve many useful 
purposes, among the more important of which are: 

1. To provide economic criteria for the scientific analysis and 
evaluation of cooperation in practice. 

2. To provide a goal which cooperation in practice may strive to 
attain. 

3. To establish a scientific basis for the teaching of cooperation 
as a branch of applied economics. 

4. To provide criteria for the guidance of lawyers, accountants, 
lawmakers, public officials, the courts, and others in dealing with 
cooperative problems. 

The ultimate effect of the foregoing results should be to exert a 
salutary influence upon the average level of practical cooperative 
performance. 


THE FUTURE OF FARM COOPERATIVES IN 
THE UNITED STATES* 


E. A. PerrEGAUx 
Amercian Institute of Cooperation 


ARM cooperatives in the United States have “grown-up” 
OF views wise. They have adapted the corporate form of busi- 
ness organization to the objectives and needs of farm groups. 
Operating in the rough and tumble of business, they have demon- 
strated their ability to operate efficiently and grow steadily. The 
volume of business done by marketing and purchasing associa- 
tions in the 1944-45 marketing season was over five and one-half 
billion dollars.! 

This business was done by more than ten thousand associations 
performing buying and selling services for four and a half million 
farmers. It did not include the many service cooperatives serving 
farmers; such as credit associations, artificial breeding associations, 
mutual irrigation companies, farmers’ mutual fire insurance com- 
panies, and other service associations. 

Farmers’ cooperatives operated in every state in the union. The 
largest number of associations was in the North Central States, 
which area also had the largest number of members. California, 
while only eighth among the states in number of members, led the 
states in volume of business transacted for the 1944-45 season. 
The volume of business transacted by associations in Minnesota, 
Illinois, and New York followed in that order. Minnesota led in 
total membership, followed by Illinois, Iowa, Wisconsin, and 
Missouri. 

Dairy products led in volume of business, by commodities, fol- 
lowed by “grain, dry beans, and rice”—fruits and vegetables— 
livestock—poultry and eggs. Total purchases of supplies for mem- 
bers, including that done by marketing associations, were just 
over a billion dollars. 

While many of the cooperatives were organized prior to 1900, the 
big increase in numbers and particularly in volume of business has 
developed since World War I. The creation of the Farm Credit 
Administration in 1933 was an effort to develop a cooperative 


* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 27, 1946. 


1 Cooperative Research and Service Division, Farm Credit Administration. 
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credit system for farmers in the United States. Some of the more 
recent farm cooperative developments have been in artificial 
breeding, cold storage locker plants, poultry dressing plants, 
manufactured milk plants, oil refining and distribution, rural 
electrification, lumber, farm labor, and the manufacture of farm 
machinery. Another recent development has been the effort to 
carry farm products farther along the line toward the consumer. 

When farmers first organized cooperatives, they tended to be 
small individual local units. As they developed, particularly in the 
1920’s, the trend was toward larger units and in the direction of 
monopolistic control. The final impetus given this trend was im- 
plemented by the Farm Board in the formation of large national 
organizations from the top down. Since that time the emphasis has 
tended to be away from monopolistic control and toward the 
development of cooperative organizations built from the ground up. 

Is it true that as long as farm cooperatives remain small they are 
all right, but that they should not be allowed to grow too large? 
The tendency during World War II has been for all business 
corporations to continue to become larger and larger and economic 
power in business more concentrated. For example, two-thirds of 
all the manufacturing facilities in this country are now operated by 
250 large corporations.? Farm cooperatives were organized to 
provide the many small farm units with the means of pooling capi- 
tal and other resources to combat monopolistic tendencies in in- 
dustry. Is there any reason. with the continued concentration in 
industry, why farm cooperatives should not be allowed like op- 
portunities to organize large units for efficiency? 

This tendency on the part of farm cooperatives to develop large 
units has developed in many directions. One has been vertical 
integration in which the association has attempted to push its 
services either farther back to the producer, farther forward toward 
the consumer, or a combination of the two. The other has been 
horizontal integration in which the association has developed an 
across-the-board or community type of service. It would seem that 
farm cooperatives will probably follow the pattern set by other 
types of business and continue to grow larger. 

One factor may well be mentioned at this point. A large part of 


* Senate Committee Print #6, 79th Congress, Second Session, p. 43. Economic 
Concentration and World War II, Report of the Smaller War Plants Corporation 
> the Special Committee to Study Problems of American Small Business. U. 5S. 

enate. 
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the growth of farm cooperatives has occurred during the present 
period of rising prices. The latter part of this period has also been 
one of a nation at war, during which we have had an administered 
economy in which prices have been established by government or 
by pressure groups with the sanction of government. As is usually 
true during such an era, the course of prices departs from normal 
due to the inability of administrators to adjust rapidly to all the 
vagaries of prices. 

Many cooperatives as well as other types of business have 
flourished under the era of regulated prices. Others have found the 
going harder. In some cases the margins fixed were liberal. Some of 
the cooperatives which operated under these margins developed 
excellent new or enlarged processing facilities and built a strong 
financial position as well. At the same time many of these associa- 
tions have increased their inventories and expanded their credit 
position either with members or with the trade due to increased 
volume of business and higher prices. 

Such a situation can continue favorable as long as prices are 
rising and demand continues good. During such a period overhead 
costs usually lag behind prices. However, it may not be long before 
a downturn in agricultural prices will occur, if it has not already 
started. Overhead costs will tend to continue high and margins 
will be much less if not non-existent. The $40 to $50 drop in linseed 
meal prices in about six months after the last war is an illustration 
of the rapid changes that can occur. Similar changes in price may 
occur in the not too distant future, not necessarily in linseed meal 
but in other commodities. For this reason farm cooperatives will 
need to watch their inventories and credits as well as expansion of 
fixed investments in order not to be put in an untenable position 
in competition with other agencies where conditions are more 
flexible. If such a period of declining prices does materialize, 
economy and efficiency will have to be stressed if losses are to 
be avoided. Possible reduction in volume and accumulation of 
surpluses may change the favorable situation that has existed to 
one much less favorable. When the turn comes, farm cooperatives 
should be in a position to reduce overhead and to operate at lower 
costs. Are the associations making provisions to meet these changes 
if, as, and when they occur? Upon their flexibility and adaptability 
during a period of reduced demand or declining prices will depend 
their ability to continue to serve their members satisfactorily. 
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The period of rising prices and labor shortage, for example, has 
resulted in a tendency for purchasing associations to perform more 
and more service for members—delivery, warehouse service, credit 
—all of which have been appreciated by the members even though 
prices were higher as a result. However, if prices of agricultural 
products decline, members will examine more closely the cost of 
these services. Many farm cooperatives were organized, after the 
last war, to eliminate these costs because the trade had been re- 
luctant or refused to reduce both the additional services and their 
cost. Cooperatives should not place themselves in a position in 
which they cannot adjust to farmers’ needs because of heavy over- 
head or inability to adjust methods of operation. 

Labor costs will tend to remain high when prices decline and 
cooperatives may find it necessary to inaugurate new methods of 
distribution to reduce labor costs per unit. This may require the 
cooperative to move farm products closer to the consumer or to 
introduce new services for consumers at less cost. In some cases it 
may involve new methods of processing or packaging as well as 
different methods of delivery. 

Reduced volume in some cases may indicate need for consolida- 
tion of existing units where marked savings can be effected in both 
procurement and distribution. In many commodities real savings 
are possible by the elimination of some of the overlapping process- 
ing plants and services. This is not so evident when volume is high 
and margins wide. Transfer of product can often increase volume 
and efficiency, thus reducing costs. This would permit either higher 
returns to producers or lower prices to consumers, depending on the 
competitive position of the commodity. 

Consolidation, however, is extremely difficult, as demonstrated 
by the many unsuccessful efforts made during the war where 
savings would have been considerable. The institutional factors 
which are responsible for the strength of a cooperative are the very 
same which make consolidation so difficult. Pride in local organiza- 
tion, custom, loyalty, and “‘where the personnel of the different 
units consolidated will fit in the new organization” are some of the 
restraining influences in effectuating efficiencies through consolida- 
tion of existing organizations. However, the responsibility for the 
welfare of the farmers’ interests rests with the Boards of Directors 
of the associations involved and it is their problem to work out 
the best answer to the question. 

One of the most serious problems affecting the future of farm 
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cooperatives is that of democratic control. Associations with 
thousands of members located in several states have an entirely 
different problem in creating and continuing membership control 
and responsibility than the small association in which all the 
members live in the same community. A cooperative can remain 
cooperative in spirit as well as in fact only if the members know and 
accept their responsibilities. An understanding and informed 
membership helps formulate sound policy by participating in its 
formulation and by electing properly qualified directors. These 
directors then select the management. This process is much more 
difficult in the large than in the small association where each mem- 
ber can express his own opinion in open meeting. It is wellnigh a 
physical impossibility for an association with 50,000 members to 
hold an annual or special meeting with all members present. The 
one man, one vote principle of democratic control must be applied 
in the large organization in such a way that the member recognizes 
and exercises his prerogatives as an owner and user. This problem 
has been complicated further in many cases because the only 
capital contributed by the member has been through savings. 

If large farm cooperatives are to continue to operate success- 
fully as cooperatives some form of representative control must 
function, both to indicate to management the desires of the 
membership and to provide a way for management to keep the 
members informed and in a position to make decisions intelligently 
on the basis of the facts. Members in many associations are not 
adequately informed about the activities of their organizations. 
The extent and seriousness of this situation is indicated in a study 
reported by W. A. Anderson of Cornell University.’ 

“In one study of a large cooperative, a list of ten major service 
offered by the organization were presented to farmer-members. 
One-third of the members did not know that three of these major 
services existed at all. Of a group of member-farmers who were 
favorable to this organization, 80 percent knew accurately a number 
of facts about the organization, while of those members who were 
unfavorable, 65 percent did not know the same facts. When not 
informed, belief in rumor and the creation of unfavorable attitudes 
is easy. 

“In a study of another large cooperative, only 21 percent of the 

’“The Need for Cooperative Education,” W. A. Anderson. Presented at the 


American Institute of Cooperation, Purdue University, West Lafayette, Indiana, 
August, 1946. 
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male patron-members knew accurately how membership was ob- 
tained, 36 percent had misinformation, and 43 percent had no 
knowledge at all. Only three percent of these knew how the Board of 
Managers of the Central Organization was elected and only 24 per- 
cent knew how the general manager was selected. 

“In an effort to get at the knowledge farmers who were coopera- 
tive members had of general cooperative principles, a list of ten 
“true and false” statements were presented for response. Sixty 
percent of the cooperative members did not even try to answer the 
questions. Many of these were officers and committeemen in their 
local associations. These are just a few illustrations of the lack of 
knowledge by male members of cooperatives. 

*‘We also have made studies of farm women, and the facts both 
as to participation, knowledge, and attitudes culminate in one basic 
conclusion; farm women whose families use cooperatives have very 
little knowledge and few constructive attitudes towards the serv- 
ices, principles, and practices of their organizations. 

“We presented seven simple factual statements about coopera- 
tives to farm women in several New York State areas. When we 
graded the responses as to correctness, those women who were 
members of cooperatives scored 27 percent. The women who were 
not members of cooperatives scored only nine percent correct. A 
grade of only 27 percent certainly emphasizes the lack of knowledge 
that exists among women members. 

“We also asked these women ten questions about general co- 
operative policies. One in each four did not answer a single question 
and only one in five answered all ten questions. Many of the 
answers given were clearly incorrect. 

“We also sought to find out what knowledge was possessed of the 
services of their own cooperative and the extent of their participa- 
tion in its activities. Many of the women are uncertain even of their 
membership in the cooperative and few knew how membership is 
obtained. Most of them never attended a meeting of the coopera- 
tive. They left this to their husbands. Because of the few direct 
contacts these women have with their cooperative, most of them 
have little knowledge of their local unit, to say nothing about the 
central organization.” 

One serious aspect of lack of information is that it may result ina 
personalized type of management where policies are established by 
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management instead of the farmer directors. They should establish 
policy to be carried out by management. 

The farmer cooperatives can take a page from the book of the 
consumer cooperatives. While they are not doing a complete job 
of member education, they appear to be more conscious of the need 
for it. Only as the patron member is able and willing to see that 
qualified men are elected to the Board of Directors and that they 
do not continue to serve beyond their usefulness does he meet his 
responsibility. He thus can assist in the establishment of sound 
policy through his knowledge and interest. Only thus can the 
farmer cooperatives avoid an eventual personalized autocratic type 
of leadership. A system of checks and balances must exist to keep 
the association in control of the members and the Board and 
management responsive and sensitive to their wishes and needs. 

George H. Maughan, patron of the G.L.F., Ithaca, New York, 
said at a discussion at the American Institute of Cooperation at 
Purdue University, ““Farmers need much more help than they are 
getting in developing a cooperative philosophy. We are not thinking 
of the academic methods and facts so often stressed by professional 
teachers. We have in mind the matter of participation—thinking, 
speaking, acting in local groups without stress on how this is done. 

“Managers, all responsible employees of cooperatives, are the 
natural teachers and leaders in this work. They should assume the 
duties of educating and actuating their employers—the patrons. 
This takes wise, unselfish, statesmanlike leadership.” 

But to do membership education we must know what we mean 
by cooperation. How can we measure what determines whether a 
farmers’ business organization is cooperative or not? If it is really 
cooperative and that seems a desirable objective, how can it be 
kept cooperative? Too little of this type of research has been done. 
We need more analysis similar to that just presented by Professor 
Frank Robotka. 

Another aspect of member responsibility and closely related to it 
is that of keeping the association financed by those who use it. The 
fact that most of the cooperatives are financed by capital stock 
which is considered as residual capital has tended to lessen the 
cooperative concept of capital on a loan basis. Many cooperatives 
could avoid the feeling of members that their stock is worth more 
than par if they rotated their capital. It is not necessary to have a 
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fixed date for repayment which might be embarrassing, but on an 
overall basis retiring the oldest stock and issuing new on a patron- 
age basis. This has two advantages. It gradually eliminates the 
non-patrons and results in capital contributions more nearly in line 
with patronage. Non-members who do business with the coopera- 
tive can become members through patronage refunds without 
making direct capital contributions. 

Many farm cooperatives have started from scratch. They have 
had hard sledding to make ends meet. The management has grown 
with the organization, with no previous experience in the same 
business. This has often led to a lack of adequate regard for the 
training of men to replace the present executives. Some associations 
are conscious of this problem, having organized schools for em- 
ployees, training them on the job. However, many associations 
have no definite policy for training future leaders. This problem 
deserves considerable study to provide continuity in policy and to 
avoid a breakdown in management because no one is trained to 
carry on if the manager becomes incapacitated. 

If farmer cooperatives are to continue successfully to meet mem- 
bers’ needs, they must also be alert to their public responsibility. 
Most agricultural cooperatives consider their organizations pace- 
makers in a capitalistic free enterprise economy. They have been 
given certain rights and responsibilities under federal and state - 
laws. The federal government has given them the right to organize 
without being suspect. What is a cooperative and what is its place 
in the economy of the Nation? Too little thought and research have 
been done on this question. 

In meeting their responsibilities to the public and in acquainting 
the public with the role of the farm cooperative in the national 
economy, a wide difference in ideology has developed in recent 
years. One group holds the concept of the cooperative as a yard- 
stick to set the pace or provide a measure of the efficiency of the 
service performed by other agencies. The other has the concept of 
the “cooperative commonwealth” in which all business would be 
done cooperatively. The first group thinks of cooperation as a 
means of evolution in our economic system, while the second group 
conceives of it as a revolution. There is no reason to believe that if 
all the business were done cooperatively that any more efficiency 
would be attained than under our present system. The cooperative 
should function as an anti-monopoly control instead of becoming a 
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monopoly itself. It was designed to function in a competitive free 
enterprise economy. 

Another phase of cooperation closely akin to this that needs 
examination if the public and the members themselves are to 
understand the true place of the farm cooperative is that of correct 
terminology. When cooperatives were first organized, they took 
over lock, stock, and barrel the legal and accounting terms used in 
business, this in spite of the fact that the terms did not describe 
the functional services of a cooperative. 

Take “patronage dividends” as an example. A “dividend” in 
common business parlance cannot be declared unless there is a 
profit. Cooperatives do not make profits for the association itself. 
The adjustment made for over-charge or underpayment in a co- 
operative is a patronage refund or final payment. Is it any wonder 
the term has been misunderstood? 

And yet “patronage dividend,” without much question about its 
correctness or adequacy has become a part of the legal terminology 
in many of our state laws in spite of the fact that it does not de- 
scribe accurately the transaction that takes place. Had this ques- 
tion of terminology been examined more critically a quarter cen- 
tury or more ago, we might have had a clearer legal picture of the 
cooperative concept on the part of the public today. 

So the cooperatives need to re-examine critically the whole legal 
structure applying to farm cooperatives, to evaluate them in terms 
of the relationship of the farm cooperative to the public welfare. 
Some of the questions involved under this head are monopoly and 
the tax question. Are any changes needed in either federal or state 
laws for clarification? For example, in trying to modernize the 
cooperative laws in one state recently, the cooperatives found that, 
if the state law were strictly adhered to, it was not possible to 
comply with the requirements of the federal law—evidently some- 
thing that needed study. 

The whole question of taxation needs careful study. A great deal 
of information and misinformation has been issued about the tax 
question. Marked differences of opinion apparently exist among the 
cooperative leaders. The Small Business Committee issued an ex- 
cellent report, but some parts of it are not too clear.‘ 


4 “The Competition of Cooperatives with Other Forms of Business Enterprise.” 
First Interim Report from the Committee on Small Business, House of Representa- 
tives. House Report #1888. 79th Congress, Second Session, April 9, 1946. 
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There seems to be pretty universal agreement that, provided a 
contractual obligation exists, patronage refunds, or final payments 
made to patrons, are not income to the association. The difference 
of opinion occurs on reserves or capital retains other than valuation 
reserves. If a cooperative is really cooperative, retains do not belong 
to the association and so are not profit on which the association can 
pay a tax. But J. A. McConnell, General Manager, G.L.F. Ex- 
change, does not think all savings should be allocated. 


“Refunds not Taxable. It is my belief that the true patronage refund, 
based on use rather than invested capital, returned to farmers er members 
is, in fact, a reduction of costs to the member and should not be subject 
to taxation, except in the hands of the farmer, as it now is. 

“Taxation of Retained Margins. If other monies retained in the coop- 
erative corporation, except revolving funds, in common use by many 
cooperatives, which are in effect a loan, are subjected to taxes no greater 
than those paid by straight business corporations, certainly G.L.F. would 
not be adversely affected when we consider the freedom of action that this 
would give us in our cooperative business operations. 

‘Need for Reserves. It is my belief that the present so-called tax exempt 
status of cooperatives, requiring them to pay out all net margins in good 
years, with no chance to set aside adequate reserves essential for protection 
of the members’ investment and the members’ service, will, in years of 
disaster, seriously embarrass and could even wreck a strong cooperative, 
such as G.L.F. 

“This nation, at present, is in grave danger of drastic financial upsets. 
No one can predict what may be required in the way of financial reserves, 
when these upsets may come, except that they should be about three- 
deep. In my judgment, any experienced farmer board would consider it 
excellent financial policy to set up adequate reserves in times like these, 
regardless of tax requirements. 

“‘Public Relations. The food which farmers produce and sell moves into 
the towns and cities and is consumed by urban people. Farmers are a part 
of the business life of the nation. They cannot afford to be in bad repute 
with their customers. They are engaged in commerce and they have to 
deal with the people who carry on the commerce of the nation. Coopera- 
tives do not operate in a vacuum, contrary to what so many cooperative 
purists assume. The standing of this farm cooperative in the estimation 
of the general public is being hurt, and probably to the real detriment of 
our necessary relations with business and consumers. Thousands of worth- 
while people erroneously have been led to believe that G.L.F. is a tax 
dodger, without realizing that cooperatives are the instruments of farmers 
to aid them in producing and marketing food. 

“I do not believe we can afford to make our relations with our customers 
and our business associates difficult and hard to handle and our position 
costly to defend. 


“Summary. To sum up, it seems to me that the bad public relations and 
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the lack of freedom in our own business, when balanced up against the 
savings in taxes which might arise from operating on a tax exempt basis in 
the future, will amount to a net loss. From having been raised among farm- 
ers and associated with them all my life, I think I can say that G.L.F. 
farmers, once they are sure that they themselves, or their organizations, 
are not being discriminated against under present laws, do not desire any 
privileges in a really free society that other groups are not permitted. 
“Perhaps some of our G.L.F. committeemen may fear that if we should 
go on to a tax paying basis, it would be impossible to build up adequate 
reserves for the protection of our G.L.F. Stores against lean years. Twenty- 
five years ago, this might have been partially true. Today, I am of the 
opinion, based on a lot of experience, that as the rules and regulations are 
tightened in respect to tax exempt corporations—as they are and will con- 
tinue to be—that building up necessary reserves in our G.L.F. Stores, to 
the point prudent business methods require, will be more difficult on an 
income tax exempt basis than it would be on an income tax paying basis.” 


One way to clear the situation would be to allocate all capital 
retained and thus establish its loan basis. Then these capital con- 
tributions, whether they be stock or nonstock, are clearly income 
to the patrons who can be so notified. This would not, however, 
meet Mr. McConnell’s requirements. 

In some associations, these capital retains, after allocation, are 
printed in the annual report, each patron’s equity being listed for 
the years for which he has such. Another plan used is for the annual 
membership meeting to approve the action of the Board in the 
retention of such capital as is needed by the association out of 
savings giving each patron notice of the amount of his credit. 
There does not appear to be any justification for exemption of 
taxes on capital stock for cooperatives which qualify under income 
tax exemption. Apparently tax exemption status has not appeared 
advantageous to all cooperatives for according to the Small Busi- 
ness Committee, only about 54 percent of the cooperatives have 
chosen to qualify.® 

During the past year, I have been visiting the Land Grant col- 
leges for the American Institute of Cooperation. One of the most 
striking things to me has been the relatively small amount of re- 
search being done in the field of agricultural cooperation in spite of 
its importance to the agriculture of the different states. In fact, it 
was very noticeable at the American Institute of Cooperation at 


5 Portion of General Manager’s report at Annual Meeting of the G. L. F. Ex- 
change, Syracuse, New York, October 31, 1946. 
bid. 
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Purdue that speaker after speaker mentioned the need for more 
research. Of course, all of them probably were not thinking of 
research in the concept of the economist, but there was a definite 
feeling ot something lacking in the analysis of cooperative problems. 

The reports of the colleges to the Institute last year indicated 
there had been a definite reduction in the amount of research being 
done in the cooperative field. In view of the large sums being spent 
by industry for research, it would seem advisable that, as soon as 
personnel and funds are available, research in this field should be 
reestablished. The new Flannagan-Hope Research Law will prob- 
ably make available funds for this purpose, but the shortage of 
trained men will make competition keen among all the projects 
that need attention. Cooperative leaders will have to take the 
initiative to see that the most important problems requiring study 
do receive attention. 

One of the projects that merits consideration is the tendency for 
marketing associations to develop purchasing facilities and pur- 
chasing associations to develop marketing services for members. 
This growth and development may lead to intense competition 
between cooperatives with low volume, high-cost operation if two 
or more organizations attempt to operate where there is volume 
enough for only one to operate efficiently. 

The direction of growth of existing associations needs study as 
well as the formation of new associations where ample facilities 
already exist. Studies of these developments by public agencies, 
such as the colleges or the Cooperative Research and Service 
Division of the Farm Credit Administration could well prevent 
costly price wars or the cost of unnecessary duplication in facilities 
and services. 

Study also needs to be made of the relations between producer 
and consumer groups to determine the most efficient methods of 
moving goods from producer to consumer. Mention has already 
been made of the need for understanding of membership control 
and financial as well as legal problems. Through research, the 
answer to some of these questions could be obtained instead of 
using the experimental method of “trying it out in the field” which 
has, in the past, often been costly to farmers as well as to the 
public. 

And finally, one other research project may be needed—that of 
finding out what cooperatives do to people. Do cooperatives teach 
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democracy through practice? Are cooperatives a method of 
preserving the last frontier of democracy? Cooperatives cannot 
exist in a fascist state. They can exist only in a democracy or under 
a competitive system where freedom of choice prevails. They are 
part of a competitive capitalistic economy. 

Cooperatives have provided farmers with an instrument to help 
correct defects in the market concerned with assembly, storage, 
standardization, grading, processing, risk taking, transportation 
and sale of farm products. These organizations have enabled 
farmers to establish and maintain a reservation price in the market 
place. They have provided a yardstick to judge the efficiency of 
services by other agencies as well as a means of obtaining greater 
bargaining power. They have enabled him to improve the quality 
of purchased supplies and to make savings in their purchase through 
more efficient methods of operation. Farm cooperatives have 
proved themselves on the operating or business side. Their con- 
tinued success as cooperatives, however, will be determined by the 
degree to which they remain flexible to meet members’ needs and 
maintain a responsive and interested membership. Good business 
management is absolutely essential, but farm cooperatives, 
organized for the benefit of the owner as a patron, cannot neglect 
those problems which are peculiarly cooperative. Farm cooperatives 
particularly the larger ones, must devote more attention to 
membership relations and management as well as the problem of 
public relations, and understanding. Farm cooperatives must take 
the initiative in determining their place in our economy as part 
of their public responsibility. They cannot afford to become monop- 
olistic or autocratic. Their goal must be the achievement of greater 
efficiency and better service both to patrons and the public. 


REVIEW OF PAPERS ON AGRICULTURAL 
COOPERATION* 


Joun H. Davis 
Nationol Council of Farmer Cooperatives 


ROFESSOR ROBOTKA has given us a very clear statement 

on a difficult subject. In brief, he has given us a master key to 
an understanding of several phases of agricultural cooperatives 
which have puzzled many people. That key is forged from the fact 
that in forming a farmer cooperative, sovereign economic units 
voluntarily join together through a process of federation to per- 
form activities which are integrated with the activities of the 
sovereign units. With this key he logically explains why farmers 
operate their cooperatives on a non-profit basis; why farmers in- 
vest money in cooperatives; why the dividends on stock are limited 
to a nominal rate; why cooperatives distribute patronage refunds; 
why control is based on membership or patronage rather than in- 
vestment; and why cooperatives are of necessity a part of a private 
enterprise economy. 

No doubt the fuller text of the book which Prof. Robotka is 
writing will deal with many of the questions which come to the 
mind of the reader of the paper. For example, there is the question 
of farmers seeking government assistance in the creation of certain 
types of cooperatives—for example in the field of electricity. Is this 
evidence of an inability to integrate successfully this type of 
operation through the federation process? Some may question the 
statement that it is inconsistent in principle for a cooperative to 
deal with non-members and that “to do so almost inevitably results 
in the emergence of elements of profit or loss which destroys the 
distinctive character of a true cooperative.” Is this true if the 
cooperative distributes savings among non-members on the same 
basis as members? 

Another point that is not specifically covered is that of credit 
for cooperative expansion. Should cooperation include an integrated 
credit system also owned and controlled by the sovereign units or 
should credit needs be fulfilled by the private banking system or by 
quasi governmental agencies? Related to credit is the matter of 
financing through stock including preferred stock sold to third 


* A review presented at the annual meeting of the American Far Economic 
Association, Philadelphia, December 27, 1946. 
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parties. Is this consistent with the cooperative theory? I am sure 
that most of us will accept the logic and the validity of Professor 
Robotka’s proposition. I sincerely hope that his paper will stimu- 
late other students to delve into the field and to trace out and 
clarify the many roads leading from his central theme. I am sure 
that this preview will interest us all in reading his book when it is 
published. 

Dr. Perregaux’s paper moves from the present to the future in an 
attempt to predict the future of farm cooperatives in the United 
States. Following out the line of thought developed by Professor 
Robotka one would, I think, conclude that the future of farm 
cooperatives will depend to a considerable extent on what happen 
to the sovereign farm units which combine to form the cooperative. 
If the family farm continues to be predominant, it would seem to 
follow that cooperatives would continue to exist and possibly to 
grow both horizontally and vertically. On the other hand, should 
farm units greatly increase in size, they might become large enough 
to provide efficiently for themselves the servces now provided 
cooperatively. 

Another factor will be the quality, efficiency and adequacy of 
the service provided farmers by non-cooperative business. The 
better such service the less will be the incentive for farmers to go 
into business cooperatively for themselves. The future of farm 
cooperatives may also depend to considerable extent upon the types 
of agricultural action programs carried out by government. To the 
extent that government may get into the handling of farm products 
or engage in rigid price policies, there may be fewer and fewer 
functions left for farmers to perform cooperatively. Then, too, 
there is the question of the direction towards which American will 
move with respect to free enterprise. To the extent that economic 
functions may become socialized one might expect that cooperatives 
would be pushed aside. I hope that other competent students will 
take up the subject where Dr. Perregaux’s paper leaves off and 
explore the various related subjects. 


j 
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THE FARM LAND BOOM* 


R. I. 
The Equitable Life Assurance Society of the United States 


HE President of our Association has assigned to this paper the 
, poo of a farm land boom. It will be our purpose first to 
demonstrate and document with specific illustrations that we do in 
fact have a farm land boom of rather alarming proportions and 
second to analyze some of the forces behind this boom, including a 
look at our Federal fiscal policy and its effect on the general price 
level. 

The Equitable Life Assurance Society of the United States is 
the third largest American insurance company in terms of total 
assets. For many years we have been a leader in the farm mortgage 
business. This plug is intended not so much for the sale of life in- 
surance as to indicate that we have been around in the farm 
mortgage field. We have a salaried farm loan organization with 
national coverage, except for three or four states. In the big depres- 
sion the Equitable Society acquired approximately 9,000 farm 
properties having a book value of over $80,000,000. After 15 years 
of struggle with that real estate account, we now have only 50 
farms left. We sold the farms at a profit but have had burned into 
us an invaluable education on how not to make and service farm 
loans. Hereafter we prefer to operate as mortgagees rather than 
landlords. The amazing thing to us is how small an impression this 
real estate experience has made on some of our friends in the 
business. 

In 1936 the Society adopted the normal value concept for ap- 
praising farms for loan purposes. Our normal agricultural value is 
defined as “‘the amount a local, qualified purchaser typical for the 
type of farm and the area would be willing to pay for the property 
for agricultural purposes, including farm home advantages under 
normal farm commodity price conditions, the purchaser to assume 
any unmatured irrigation, drainage or similar liabilities.” For 
normal prices in the surplus producing areas we are using 70¢ 
wheat, 54¢ corn, 10¢ cotton, etc., on the farm. It was our judgment 
that in 1936 the real estate market in Iowa and Illinois was unduly 


* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 27, 1946. 
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depressed and using normal values we loaned more than if the 
farms were appraised at the current selling prices. We have adhered 
rigidly to this appraisal concept down to the present time. From 
1936 until about 1940 our normal agricultural values usually ex- 
ceeded current selling prices. In 1941 and 1942 normal agricultural 
value in those states closely paralleled current market prices and 
there was no great variation in the amounts that institutions would 
lend. Since 1943 selling prices have generally moved higher than 
normal values. Most lenders followed the market upward but the 
Society has taken a more or less sideline position. During much of 
1946 the disparity has become so great that we are now willing to 
close loans on only a small percentage of the properties offered. By 
referring to our normal value appraisal method we do not wish to 
imply that we follow it blindly or expect it to provide foolproof 
guidance in making safe loans. Just the ordinary garden variety of 
horse sense tells us that prices of farm lands in many locations ave 
now dangerously high and that full loans predicated on such values 
will certainly lead to trouble. 


Commissioner Loans Inflationary 


The Federal Land Banks are the only other major lending in- 
stitutions to our knowledge that have continued to use normal 
agricultural value appraisals. Reports indicate that by and large 
the Federal appraisers are doing a good job of appraising, although 
a few wild loans pop up here and there. It was extremely disap- 
pointing, however, to the believers of sound lending policy when 
11 of the banks, with the approval of the Governor of the Farm 
Credit Administration, stated to the Agricultural Committee of 
the House of Representatives last spring that they could not 
survive on the basis of 65% loans, but must have the advantage of 
interest free second mortgage money out of the U. S. Treasury in 
order to continue in business. I quote from the minority report of 
the Governor’s statement before this Committee: 

“With many private lenders basing their loan rates on present inflated 
values, with ample funds available in the hands of these lenders, the usual 
normal lending volume of the land banks would, in any event, be curtailed. 
But, to remove from the system at this time the added 10 per cent of loan 
value which it can utilize through the Commissioner’s lending authority 


would be a step toward reducing the system to some sort of stand-by 
organization which might not be able to remain as an efficient and effective 
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farmers’ cooperative lending organization without Government subsidy 
or increased interest charges to its borrowers.’ 


We submit that 75% loans are generally unsound and that the 
10% of Commissioner money has contributed substantially to the 
inflation in farm land prices especially on the lower grade prop- 
erties. We take this position for the following reasons. First, in the 
usual fluctuations of market prices such loans often exceed the 
current value of the property. Second, the Land Banks made 
comparatively few 75% loans when prices and values were normal. 
All of their experience with such loans has been gained in an ascend- 
ing land market, high sale prices and temporarily high net incomes. 
Third, the Land Banks do not presume to make 75% loans on the 
highest valued land, like $200 to $225 per acre cornbelt farms, 
because the dangers are so obvious. Instead it chooses to make 
them on cheaper properties where the risk is less obvious but much 
greater. Fourth, they will not make such loans on high priced 
specialty farms, such as loans of $1500 per acre on well improved 
citrus groves valued at $2000 per acre. The Berkeley bank had 
trouble with loans approaching those figures before the war. Fifth, 
the Land Banks have made 75% loans in a high percentage of the 
cases only by circumventing the judgment of its most experienced 
credit men, the land bank appraisers, by stripping them of re- 
sponsibility for loan recommendations and by relying on recom- 
mendations of the Secretary-Treasurers of the system who are 
goaded by new business quotas. 

The Equitable Life Assurance Society of the United States 
prefers to take a stand-by position rather than make what it con- 
siders are unsound loans. 


Inflated Sales and Wild Loans 


Mr. Wall who is also on this program will, I assume, present the 
most recent statistics on farm real estate prices as compiled by 
the Bureau of Agricultural Economics. His data, of course, repre- 
sent averages of very large samples and will describe the broad 
price movements. In order to present a factual picture of the 
extremes to which the boom psychology has carried prices we 
circularized the Equitable field force for reports on a few of the high 
sales that have come to their attention as well as some of the 


1 House of Representatives Committee Report No. 2295 to accompany H.R. 6477 
published June 17, 1946. 


Tue Farm Lanp Boom 133 


wildest loan commitments they have known of. Our inquiry pro- 
duced several hundred cases, but time will permit discussion of 
relatively few of the many available. The illustrations selected for 
this paper are not presented as being typical for the state or com- 
munity but rather the vanguards in a broad forward movement. 
In recent months, and especially since the elections, there is evi- 
dence that land values have leveled off or even receded a bit in 
some locations. Our fieldmen were cautioned to eliminate cases 
where the sale price included livestock, farm machinery or growing 
crops. 

In considering some of the current loan commitments it must be 
borne in mind that good appraisers, even with the best of super- 
vision will occasionally make an error in judgment and will recom- 
mend a loan for an excessive amount. We discover a few such loans 
almost every time we make field inspections. Some of our loans are 
probably referred to by others as examples of reckless lending. On 
the other hand when reports are received from different parts of 
the country that a certain company regularly is making high loans 
and they show up repeatedly in the records, then we must conclude 
that the practice reflects home office policy. 

We are not concerned about how much a farmer pays for a 
piece of real estate providing he has cash or can make a substantial 
down payment from funds accumulated during war-time prosperity, 
He cannot be injured too much. The ones who are sailing for trouble 
are those who agree to pay exorbitant prices and mortgage their 
property for more than it is worth on a long-term basis, expecting 
to pay the debt out of future earnings. Over 50% of current sales 
are on a cash or near cash basis, but there is a sizable group of 
buyers who are incurring heavy debts and are headed for difficulties. 
Some of the high sales reported from time to time are made to 
prosperous farmers who have good judgment. They see a choice 
property and want it for some special purpose, to start a son or 
daughter in farming, or they may need additional land to block 
out a ranch or to make better utilization of heavy investment in 
modern machinery. Unfortunately others in the community hear 
of such sales and jump to the conclusion that if Illinois farm land is 
worth, say, $400 an acre to farmer “‘A” then surely it should be 
worth equally as much to them. They overlook the great difference 
that farmer “A” has cash to back up his judgment, whereas 
farmer “B”’ must find a venturesome lender to co-operate in the 
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speculation. If net farm income were to continue at present levels 
for 5 to 10 years, many of these purchases would pay out satisfac- 
torily, but if commodity prices or net income should drop say in 
the next 2 to 3 years, then foreclosure in all too many cases is a 
strong probability. The whole question facing prospective farm 
purchasers and farm lenders is a matter of timing. We in the 
Equitable take the position that the days are numbered and that 
loans to be safe must now be made in reasonable amounts. We 
cannot depend on several years amortization to hide lending errors. 
As the following illustrations will indicate, many companies ap- 
parently have unlimited faith in the future. Lending officers of 
these institutions will argue that farm prices are not inflated and 
that new loans are being made conservatively, but let us not argue; 
as Al Smith used to say, “Let’s look at the record.” 

Inflated sales and wild loans are being reported from every state 
in the Union, but in studying reports from our fieldmen we find 
most inflation, percentagewise, to be in suburban acreages. The 
demand for housing in cities has extended to the countryside and 
its influence is evident beyond the city limits and from 25 to 30 
miles in the case of the larger cities. It must be recognized that the 
housing shortage is very real and perhaps a longer time will be 
required to correct it than is true of the shortages in farm com- 
modities. 


A 90 acre farm, having a modest set of improvements, located 3 miles 
west of Ft. Wayne, Indiana, was appraised by the Society at a normal 
agricultural value of $11,500. This farm recently sold for $32,000. An Ohio 
life insurance company closed a $15,000 loan to the purchaser. 

Another property containing one acre of ground and a new brick home 
located on the outskirts of Pocatello, Idaho, carries a normal value of 
$8000 and an Equitable Society loan of $4000 was made in 1945. This 
property sold in 1946 for $19,000. It was resold for $21,000 and a savings 
and loan association issued a loan commitment of $13,000. 

A well improved 40 acres with full water right adjoining the-city limits 
of Twins Falls, Idaho, was purchased in November 1942 for $12,000. This 
was about its normal agricultural value. It sold recently for $40,000. 


Some of the purchases of suburban real estate are probably made 
with a view to future sub-division possibilities. Local banks and 
building and loan associations are making the fanciest loans on 
such properties. 

Western cattle and sheep ranches are getting a big play on this 
movement. New Mexico lands have been selling high as a kite. 


wa 
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Grasslands in eastern Colorado that nearly blew away in the big 
drouth are selling at $10 to $15 per acre. These lands reverted to 
the counties for delinquent taxes in 1932 to 1935. Native ranchmen 
went broke even though they had free range over the whole country. 
Now the cowmen from Texas have moved in, assembled large 
blocks and put it all under fence. They are going to show the 
Colorado boys how to do it. Similarly the displaced boys from 
Colorado are moving into Wyoming, Montana and South Dakota 
to buy up the “cheap” land. The grass on the other side of the fence 
always seems greener. After the big November snow the Texas boys 
probably will better understand why Colorado grass seemed so 
cheap. 


In Lincoln County, Colorado 800 acres located 18 miles north of Limon 
in Township 7 South, Range 56 West, carries a combination Land Bank- 
Commissioner loan of $7100 or $8.87 per acre. This place is well improved 
and has 360 acres of farm land and about 440 acres of grass. The farm 
land in this area is so uncertain that major reliance must be on livestock 
income. From this standpoint the unit is definitely short on grass. Our 
fieldman gave this unit a normal agricultural value of $6500 or $600 less 
than the Federal loan. During the late 1930’s and early 1940’s similar 
grassland required salesmanship to move it at $3.00 to $3.50 per acre. 
Not many years back the Federal Land Bank owned over 300 farms in this 
county and a number of them sold for $1.75 to $2.50 per acre. In this gen- 
eral section of eastern Colorado and western Kansas, wheat lands which 
were considered sub-marginal a few years back are selling regularly at 
$40 to $50 per acre and some sales are quoted as high as $100 an acre. 
The old error of over-valuing cheap land as compared with the good is 
being repeated time and time again. 


While on the subject of sub-marginal wheat land, ponder this 
one. 


1,000 acres located 17 miles southeast of Moro, Oregon, on the breaks of 
the John Day River, was abandoned during the drouth period from 1932 
to 1936. It was foreclosed by the Oregon-Washington Joint Stock Land 
Bank and sold in 1937 at $7.00 per acre with a 10% down payment. This 
year the property sold for $35.00 per acre with 50% cash. 


Let’s look at some more ranches. 


There is a ranch on the east side of Steens Mountain, 15 miles south of 
Folly Farm, Oregon. It is a good layout with a permit on the Federal 
Range for 500 animal units. Part of the deeded acreage was purchased in 
the late 1930’s for $27,500. Subsequent purchase and improvements have 
brought the total investment in real estate to about $40,000. We gave it a 
normal agricultural value of $45,000. A loan of $27,000 or $28,000 would 
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be well secured. A California bank closed a loan of $72,000 on the ranch 
and $23,000 on the cattle in January, 1946. 


Here is a honey; follow the arithmetic on this one. 


A ranch at Lovelock, Nevada, was sold by the Government at public 
sale in the fall of 1945 for $180,000. The purchasers then spent approxi- 
mately $60,000 on leveling, new ditches, structures, etc. That part of the 
job was well done; however, there was a very bad weed infestation on all 
the tillable land, morning glory, white top and knapp weed. There was also 
alkali showing on all the land and much drainage work still to be done. 
The owners had an investment of about $240,000. One of our best ap- 
praisers, long experienced in this area, examined this property and found 
a normal agricultural value of about $250,000 and suggested a loan of 
$125,000. The public records show that a Connecticut insurance company 
subsequently closed a loan for $275,000. Rather than a loan commitment 
this looks to us like a purchase contract. 


In the South we find plenty of inflation in the smaller properties 
but less in the large places where war-time labor shortages made 
them difficult to operate. Prior to the war sociologists were worry- 
ing about what could be done with the negro once the cotton picker 
was perfected. During the war the negro moved to the cities and 
relatively few have moved back to the farms. The question now is 
what to do with the cotton until the picker is perfected. 


160 acres in Township 17, Range 12, in Pemiscot County, Missouri 
sold in 1935 for $16,000. The purchaser built a home on it at a cost of 
about $7500. The Equitable gave it a normal agricultural value of $26,- 
400. It sold in October, 1946 for $52,500. 

In 1934 the St. Louis Joint Stock Land Bank sold 1,040 acres in Town- 
ship 3 N. Range 2 E., Lee County, Arkansas for $9,000. It was resold in 
1945 for $31,500. The purchaser then sold off 292 acres including much of 
his highway frontage for $10,500. On the remaining 748 acres in which he 
had an investment of not over $21,000, the county records show a Federal 
Land Bank loan of $18,600. Our normal agricultural value would be some- 
what less than the Federal loan. 


A large scale land acquisition program is underway in Oklahoma 
and Kansas. Here is a typical example. 


We had an application for $4200 on an unimproved quarter in Township 
24.N., Range 12 W., in Alfalfa County, Oklahoma. It was selling at $6500. 
Our appraiser found the land to be sandy, subject to drifting from wind 
erosion, not productive and in a poor state of cultivation. As we see it the 
farm should carry a loan of no more than $1500. A California insurance 
company subsequently closed a loan for the full $4200. We are inclined 
to wonder if they have ever read the Oklahoma Escheat Law. It will take 
more than 7 years to get their money out of that one. 


Tue Farm Lanp Boom 137 


In the main, corn belt farmers have used their war-time earnings 
to get out of debt. But flushed with cash they are running up land 
prices to about War I levels. 


A well improved 160 acres north of Roanoke in Woodford County, Illi 
nois, sold in October, 1946 for $550 an acre. This sale involved a trade for a 
piece of town property but the cash consideration was at least $500 per 
acre. This farm was used by the Federal Land Bank in one of its appraisal 


clinics a year or so ago and given a normal agricultural value of $200 per 
acre. 


Insurance Companies Repurchasing Farms 


The attitude of institutional lenders toward corn belt farms has 
undergone a remarkable transfiguration in the last 5 years. In the 
late 30’s and early 40’s they were hell-bent on selling their fore- 
closed properties. Now that policy seems to have been a sad mistake 
and most of them are actively buying back new holdings. 


In 1942, which incidentally was not a depression year, an Iowa insurance 
company sold 280 acres in Township 88, Range 31, Calhoun County, 
Iowa for $34,000. Four years later a Connecticut insurance company 
Closed a $35,000 loan on this identical property. 


Think of the legal fees, commissions and foreclosure costs that 
might have been saved if the companies had gotten together and 
traded among themselves. 


The Society acquired a 280 acre farm in Township 86, Range 32, Cal- 
houn County, Iowa through foreclosure of an $18,000 loan made in 1925. 
The principal balance at the end of the foreclosure period was $16,221. 
We managed this farm four years and considered ourselves well out when 
we sold it in 1942 for $21,000. In May, 1946 a New Jersey insurance com- 
pany recorded a mortgage of $21,500 on this same farm. 

In Wright County, Iowa, Township 92, Range 24, a quarter section car- 
ried an Equitable loan of $10,000 from 1930 to 1934 when it was foreclosed 
at a cost of $10,215. We managed this farm five years and had an average 
gross income, above taxes, of only $422, or $2.66 per acre. It is mostly 
Buckner loam of medium quality. There were some wet spots and buildings 
were just fair. We sold this farm in 1941 for $9700. This past July, it re- 
sold for $21,400, including the 1946 crop. A New Jersey insurance com- 
pany closed a loan of $12,000 to the purchaser. 

Another Equitable farm in Township 111, Range 50, Brookings County, 
South Dakota, was sold in 1941 for $8000. A New York company closed a 
loan of $8000 on this property in the summer of 1946. 


As most of you know. the Society is not noted for having given 
its real estate away. 


When the original Servicemen’s Readjustment Act of 1944 was 
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enacted, Congress was very conscious of the dangers of inflation. 
The law provided as a condition to guarantee that the purchase 
price of the property should not exceed its reasonable normal 
value. The reasonable normal value was defined as the normal 
market value, which reduced the law to a pious gesture. In order to 
get action Congress amended the law in December, 1945, omitted 
the word “‘normal” and provided as a requirement for guaranty 
that the purchase price paid by the veteran should not exceed the 
“reasonable value.” “Reasonable value” has been defined as “a 
fair price or cost in the light of prevailing conditions.” Efforts made 
by the Veterans Administration to render a proper service, to 
place responsibility for sound lending upon the lender and to keep 
the veteran from being “gyped”’ have been only partially success- 
ful. Various agencies including agricultural colleges and the 
Agricultural Extension Service have put forth an effort to inform 
veterans on farm purchases. Apparently too many lenders, how- 
ever, reason like a banker in Maryland I heard of who financed a 
veteran for a loan of $10,500, the full purchase price on a small farm 
which was attractive to the veteran because it afforded a place to 
live. The banker commented that the property would never sell 
for less than $6,500 and the Government guaranteed the other 
$4,000. We decry the complacent reliance of many lenders on the 
Government to underwrite, insure or guarantee them against all 
risk of loss. Lenders who ask the Government to insure all risks lay 
themselves open for regimentation and domination by Government 
in times of trouble. ; 

In Township 109, Range 37, Redwood County, Minnesota, a farm lies 
in two tracts, the unimproved one being badly cut by a creek, the soil is 
light with much of it sandy, the buildings are light but in fairly good con- 
dition. The farm recently sold to a veteran for $14,400. The Equitable 
fieldman placed a normal agricultural value of $10,500 on the property. 
A New Jersey insurance company closed a loan for $11,400 with $4000 
guaranteed by the Government. In addition to the mortgage debt this 


borrower had a chattel mortgage from a local bank of $6000, or totala 
mortgage obligation of $17,400. 


Here is another, but we are not certain if this one was qualified 
under the guaranty provision of the G. I. Bill of Rights. 

In December, 1945, the Society field representative was asked to ex- 
amine for a loan, a farm in Township 18, Range 13, of Cass County, Illinois. 
It was all sand. The owner had listed it with a Springfield broker at $3000 
net. The broker added his commission, and for trading purposes asked 
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$4000. A veteran came in and paid the full asking price and made a $1000 
cash down payment. An Illinois insurance company made a $3000 loan 
for the difference. The broker kept the $1000. An adjoining landowner told 
our fieldman that he refused to but this farm a few years ago when it was 
offered for sale at $1250. 


So much for the record. If any of you need more evidence that 
we are in fact in a farm land price and lending boom I have a full 
briefcase for your inspection. Why then, might we ask, are such 
loans as I have described being made? Surely investment officers 
seeing their portfolios and net yields shrinking, would not make 


such loans to avoid cutting payrolls or trimming high salaries. They 
probably rationalize about as follows. 


Agricultural Output up a Third 


Agriculture has undergone a technological revolution which 
results in more efficient production. The Government, they say, has 
learned to stabilize farm commodity prices. We have Congressional 
guarantees of 90% of parity prices. We will never again see 25¢ 
corn, 5¢ hogs, or 5¢ cotton. We have had a 10% increase in popula- 
tion over pre-war and people have learned to eat better. We are 
told that the world is starving and naked and continued relief 
exports for many years will be required before war-torn nations can 
again become self-sufficient. Interest rates on farm mortgages which 
now are generally 4% permit farmers to carry heavier loans than in 
the early 30’s when the rate was 5% or 6%. 

Our good friend, Henry Wallace, and a sizable following of left 
wingers, insist that we must and shall have full employment at 
high wages in the future so as to maintain a high level of business 
activity, high purchasing power and high prices. Finally, they argue 
the Government must maintain a high price level in order to retire 
our astronomical national debt of $262 billion. 

Let’s examine some of these arguments for a moment and see if 
they do necessarily add up to a high farm commodity price level for 
the future. We all know that agriculture has undergone a techno- 
logical revolution. American farmers are now producing one-third 
more products with 10% fewer workers than before the war. That’s 
where the rub comes. At first it was though the increased produc- 
tivity was the result of abnormally favorable weather conditions, 
but actually the causes are more permanent than that. Mechaniza- 
tion of farming has probably been the greatest force in bringing 
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about increased productivity. The general purpose tractor on 
rubber has permitted farmers to overcome many of the handicaps 
caused by weather, especially on heavy soils, as when tractors 
seeded corn around the clock after wet springs shortened the 1943 
and 1944 planting seasons. The long list of modern implements such 
as combines, pick-up hay balers, corn pickers, cotton pickers, 
flame weeders, sugar beet planters and toppers, all make for 
quicker and better jobs of farming with reduced manpower. Hand 
in hand with mechanization is the greatly increased use of fertilizers 
and lime, chemical defoliators, weed killers and improved in- 
secticides. Probably next in importance in this revolution is the 
widespread adoption by farmers of hybrid seed corn and improved 
crop varieties which are high yielding and more disease and 
weather resistant. Progress in animal husbandry has likewise been 
rapid. Better breeding, feeding and management practices have 
resulted in more and better quality of animals and animal products. 

The optimists (or shall we say ostriches) add this up to mean 
more efficient production, higher standards of living and greater 
debt-paying capacity. We add it up to mean bigger and better 
surpluses, lower prices and a renewal of the grim battle for survival 
among farmers. As we know too well, when prices of agricultural 
commodities begin falling, farmers do not restrict output to the 
orderly demands of the market, like industry, but each man in his 
efforts for survival produces to maximum capacity. After several 
years freedom we doubt if farmers will again willingly submit to 
rigid acreage control programs and to being pushed around by 
bureaucrats. Cash inducements will be attempted but the tax- 
payers might have something to say this time. 


Can We Export Our Surpluses 


How about exporting our surplus products? In our opinion the 
war-torn countries as well as the ones that are perpetually hungry 
will consume unlimited quantities of American food as long as we 
deliver it to them on a Santa Claus basis, but when we offer them 
food on a cash and carry basis exports will stop abruptly. Sooner 
than many think exports for relief will be over. As long as there was 
starvation in Europe the American people were generous in sharing 
their food. Europe harvested relatively good cereal and root crops 
in 1946. Their livestock numbers were only moderately reduced 
during the war and while there are still shortages in edible fats, 
oils and sugar, there are enough basic foodstuffs available to keep 
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people alive. Prior to the war it was the policy of most European 
countries to become as near self-sufficient agriculturally as possible. 
Farmers were protected by various devices including tariffs, labor 
quotas, security regulations and rationing of foreign exchange. 
As for the future, we expect these same policies to continue. We do 
not believe that exports of farm commodities can longer be de- 
pended upon as an important price supporting factor. On the con- 
trary, we have reasons to believe that Hawaii, Puerto Rico and the 
Philippines will be dumping sugar, fats and oils on our doorstep in 
the near future. Already American wool growers, the United States 
Chamber of Commerce and the secretaries of 13 southern state 
Departments of Agriculture are talking higher tariffs in order to 
protect our farms and ranches from foreign competition. 


Market Price Supports 


How long can we depend on the Government to support farm 
commodity prices at present levels? The commodity loan program 
was incorporated in the Stabilization Act of October, 1942. At 
that time the country was desperately in need of expanded food 
supplies, and our planners assumed that farmers would be reluctant 
to make the necessary changes in their farming methods to produce 
the required amounts. Actually the farmers had no chance to 
demonstrate that reluctance because production controls were 
continued in effect to the very day the reversal of policy was an- 
nounced. Under the Act basic farm products have a loan value of 
90% of parity for a period extending two full years after the year 
in which the President, by proclamation, or the Congress by con- 
current resolution, declares that hostilities are terminated. Thus 
far no such declaration has been made. Using War I as a precedent 
such a declaration could be delayed until almost 3 years after V-J 
Day, which would mean a continuation of farm price supports 
until the end of 1950. This law provides no controls or restraints on 
total production. Unless we are badly mistaken Congress will be 
compelled to substantially revise the Stabilization Law of 1942. 
A balanced United States Treasury budget could not stand the 
onslaughts that such an unbridled agricultural production program 
would entail if continued until 1950. Already Secretary of Agri- 
culture Anderson has appealled to the new Congress, as an urgent 
matter of business, to take a fresh look at the agricultural support 
program. 


The 1946 potato crop with which officials are still struggling has 
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cost the Treasury over $80 million. You have probably seen photo- 
graphs of steamrollers crushing potatoes on California airports. 
Millions of bushels have been forced on unwilling distillers for the 
manufacture of whiskey and industrial alcohol. The Government 
is begging schools, hospitals and penal institutions to accept 
potatoes on a freight pre-paid basis. Carloads of U. S. No. 1 
potatoes costing the Government $1.65 per bag have been used for 
cattle feed. Other millions of bushels have frozen in fields in un- 
protected ricks. Potatoes are a minor commodity. When the 
Government starts grappling with surpluses of the basic com- 
modities including corn, wheat and cotton, to say nothing of scores 
of minor products, it will make the old Federal Farm Board look 
like pikers. The costs will stagger the imagination. In our opinion 
the American taxpayer is thoroughly aroused and regardless of 
pressure from farm organizations no longer will tolerate such waste, 
such extravagance and such foolishness. 

Furthermore, the effects of maintaining war-time prices for two 
or three years may have a disastrous long-term effect through the 
bidding up of land prices. Already Long Island potato land is sell- 
ing for $800 per acre. The price would be nearer $500 if potato prices 
had been allowed to seek their normal level. One refreshing bit of 
sanity comes from the egg and poultry producers who, profiting 
from the potato debacle, have petitioned the Government to 
reduce the support prices on their products to avoid serious over- 
production and consequent losses in capital investment. Farmers, 
generally, would be a lot better off in a few years if they now 
recognize the dangers of inflated land values arising from these high 
support prices and exercise more of the leadership and common 
sense shown by the egg producers. 


High Price Level 


Now for the contention that the Government must maintain a 
high general price level in order to service and retire the national 
debt. On the very face of it this contention is fallacious. The state- 
ment implies that a higher price level will be maintained than would 
prevail normally. We see no other implication. How is an artificially 
high price level maintained? There are several different methods 
but all of them amount basically to deficit spending by our Federal 
Government. That is, an artificially high price level is maintained 
by the Government spending more than it takes in as taxes. What 
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does that do? Instead of helping to reduce the national debt it 
increases the national debt. Therefore, we say that this popular 
assumption, or shall we call it dogma, is a fallacy on its very face. 
Furthermore, if it could be accomplished it would be the greatest 
deliberate hi-jacking of the savings and the security of the people 
ot this country that ever was perpetrated. To maintain artificially 
a general price level at twice pre-war, means cutting in half all of 
your savings in the form of life insurance, social security benefits, 
savings accounts and savings bonds. It means confiscating half of 
what the frugal people of this country have worked and sacrificed 


years to save and the irony of it all is, it would increase rather than 
decrease the national debt. 


Full Employment 


How about the illusion of full employment at high wages? As we 
indicated previously, the leftist fringe insist that we must have full 
employment at high wages so as to maintain a high level of business 
activity, high purchasing power and high prices. I submit that full 
employment at high wages in a private enterprise economy is un- 
desirable and self-destroying. Although some may term this posi- 
tion anti-social, I fully believe it is undesirable to have this brand of 
full employment if we are to continue our democracy in this 
country. As Charles O. Hardy, of the Federal Reserve Bank of 
Kansas City, so well puts it, “The fact is that collective bargaining 
with strong unions, price stability, and full employment are in- 
compatible. We can have any two of these, but not all three. So 
long as union power is not dampened down by unemployment 
there is no apparent power in the state strong enough to check a 
parallel upward sweep of wages and prices”. There are many jobs 
that are not productive of high wages. There are many workers 
who cannot or will not earn high wages. If we wish a regimented 
system, a planned economy, as many professional economists seem 
to prefer, then full employment fits into the picture at whatever 
wage a benign Government decrees—while it lasts. 

This country has reached its high development through free 
competitive enterprise. Some monopolies have existed and do exist 
but the basic framework of our system is competition. We are the 
strongest nation on earth because of the benefits derived from 


3 Prices, Wages and Employment—Board of Governors, Federal Reserve Sys- 
tem, Washington, 1946. 
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individual entrepreneurs fighting for the favors of the buying public. 
It has been hard on the incompetent, the inefficient and the lazy, 
but it has been good for the public. The standard of living of all of 
us including our workers would not be what it is today if it were not 
for this system. When we lack competition in industry the products 
suffer, the service suffers and the price is higher. The same thing 
is true of our labor supply. When jobs are so plentiful that one can 
quit a job today and get another as good or better tomorrow, there 
is an insidious loss of desire to do good work. 

Couple a super-abundance of jobs with outright encouragement 
of stalling and wasteful division of work and your labor force 
becomes very inefficient. When, in addition to an over-abundance 
of job opportunities you have monopolistic control of much of the 
labor force in the hands of a few labor leaders, you have conditions 
which dim to insignificance those which brought about the enact- 
ment of our anti-trust laws and which sow the seeds of anarchy. I 
repeat a little competition for jobs, not too much, but some, is 
necessary in our competitive system. When the available number of 
jobs drops too far below the labor supply the Government should 
furnish employment on useful public works at subsistence levels. 
Our prevailing unemployment benefits have been pegged so high 
that much of the incentive to do satisfactory work and to find and 
keep private employment has for many people been destroyed. 
Witness the 52-20 Clubs for example. Our standards of destitution 
have become too high for the good of our people. 

The factors we have analyzed to this point, in our opinion, tip 
the scales heavily towards lower commodity prices and lower land 
values in the future. The big uncertainty, of course, is the trend 
from here out of the general level of prices. We think it entirely 
possible for the general level of prices to continue upwards while 
farm prices go down. In such event farmers would be caught in a 
vicious squeeze between rising costs and falling gross income.’ 


Debasing the Currency 


When we come to consider the question of trends in the general 
level of prices, we lose most of our confidence. Here the credit stage 
is all set for an inflation that could blow the roof off. The surprising 
thing is that it has not blown before now. Whether it can be avoided 


3 See The Equitable Society Farm Loan News issue of June, 1946 for a discussion 
of this subject. , 
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will depend almost entirely on political considerations, whether the 
incoming Congress and the next Administration will have the 
fortitude to reverse Federal fiscal policies of the past 16 years; 
policies which have increased our money supply from $55 billions 
in 1929 to roundly $165 billions today. 

In financing World War I our Treasury officials set the interest 
rate on liberty bonds at a level which resulted in their sale, but not 
without pressure, to the investing public. The average interest rate 
was slightly over 4%. By contrast, during the second World War 
our Treasury experts contracted a fetish for low interest rates. 
They were determined to finance the war at a low rate regardless of 
consequences to the economy. On February 28, 1946, which marked 
the date of maximum debt, the average rate on $279 billion was 
1.972%. When the buying public and investing institutions refused 
to furnish the New Deal with sufficient funds at abnormally low 
interest rates, then the experts bought off the bankers and rigged 
the market by a process which in its long-term effects was the same 
as if they had printed greenbacks. When the war broke out they 
already had a background of experience for debasing the currency 
and were ready to go. You are all familiar with the extent to which 
farmers surrendered their liberties and sold their birthright to the 
Agricultural Adjustment Administration, and we regret to say to 
the Soil Conservation Service, for a mess of pottage. Many of you 
may not have realized, however, the extent to which bankers of 
this country similarly have been bought off by our very clever 
Treasury experts. Deficit financing through the sale of Treasury 
bills and certificates to the commercial banking system is just 
another way of printing greenbacks. Only this way it costs the 
Treasury 3% and }% for interest to keep the big bankers quiet 
while their institutions are used to issue greenbacks,—greenbacks 
disguised as bills and certificates simply by inserting an interest 
paying clause. 

We would prefer to avoid in this paper a technical discussion of 
Treasury and Federal Reserve policy, but we can hardly discuss 
land values intelligently without also considering what has hap- 
pened to the stuff we use as money. Will you, therefore, please bear 
with me and let me try to describe just what happens. For a 
moment let’s assume that all of our commercial banks have been 
merged into one colossal institution. Then let’s trace through its 


books the entries that are involved in the purchase of Government 
bonds. 
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We'll start off with a cautious purchase of $100 million of 3% 
certificates from the Treasury. To make the scheme work smoothly 
the Government opens a war loan deposit account of $100 million. 
Stating it another way, the combined banking system now owns 
$100 million of }% certificates and owes the Treasury $100 million 
represented by a war loan deposit account. In making this purchase 
not a single dollar changed hands between the parties. The Treasury 
to cover operating expenses of the Government will draw out its 
deposit, let us assume, over the next few weeks by making checks 
payable to various firms and individuals. This has the effect of 
reducing or eliminating entirely the Treasury’s deposit but this 
spending money must reappear in other deposits because it cannot 
get out of the banking system, except as people withdraw currency 
and put it under the mattress or in safe deposit boxes. After a little 
delay this $100 million that was in the Treasury’s war loan deposit 
account with the banks is transferred to other commercial or private 
deposit accounts, but there is still $100 million of new money in the 
system. 

When the other deposits start increasing because of the transfer 
from the Treasury’s war loan account, the bank must increase its 
reserves with the Federal Reserve, since reserves must be main- 
tained at about 16% of private and commercial deposits. No 
reserves are required on Treasury war loan deposits. In order to 
raise this money the bank sells $16 million of certificates to the 
Federal Reserve. This reduces new certificates owned from $100 
million to $84 million and increases cash reserves by $16 million. 
The net effect of the operation to this point is to have increased 
bank assets by $100 million, $84 million of which are earning 7%, 
and the bank’s deposit liability by $100 million. The equity in the 
business has not increased. We have simply manufactured new 
money to the extent of $100 million the same as if greenbacks had 
been issued by the Treasury. Moreover the risk has not increased 
because these are short maturity certificates, they all mature at 
face value in 12 months. 

Seven-eighths percent on $84 million is pretty good pay for the 
banks’ cooperation, but the Treasury wants more money, so this 
time let’s try a billion. The bank buys a billion dollars of Treasury 
certificates and reopens the Treasury’s war loan deposit account 
for a billion dollars. No change in reserves is necessary because 
as we said before, the war loan account is exempt from the statutory 
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reserve requirements. Now we are getting somewhere. We have 
$1,084 million drawing interest at 3% without putting a dollar of 
our own money in it. Next week the Treasury draws out $500 mil- 
lion but it pops up again in some other accounts, the only difference 
being that we have to put up more reserves with the Federal Re- 
serve. Sixteen percent of $500 million is $80 million, so we sell $80 
million of our certificates to the Federal Reserve and increase our 
reserves by that amount. Next week the Treasury checks out the 
rest of the billion dollars and we put up $80 million more reserve 
and reduce our certificates by that amount. We have a net increase 
in our earning assets from this second operation of $840 million. 
Our reserves are increased by $160 million and the people’s spending 
money is increased by $1 billion. 

To be sure, this is over-simplified somewhat. We are picturing 
the operation of the composite banking system. In the transfer of 
funds from the Treasury accounts to individual accounts there is 
some “frictional lag” but very little “frictional loss.” Funds go 
out of one bank but come to rest in another. 

Now we’ve really tasted red meat. We know the arithmetic and a 
subscription of $10 billion would not scare us. We’ll make $% on 
84% of it, yes on 100% of it for awhile. As long as the Federal 
Reserve supports the market we might replace part of our $% 
certificates with longer term bonds at 2% or even 23%. When this 
third operation is completed we will have $8,400 million more 
Government securities, and the people’s spending money will have 
been increased by $10 billion. 

Thinking of ourselves as the banks collectively, from these three 
Treasury operations we have 9,324 million dollars earning interest 
at 3% to 23% and we have no more equity in our banking business 
than we had before. The people’s spending money has increased by 
$11,100 million. Governor Eccles has called this “monetizing the 
public debt.” That is a polite way of describing it. A less palatable 
but more accurate way is to call it printing greenbacks and to call 
the interest on those greenbacks “hush money.” 

This kind of financing ran our bank deposits and money in 
circulation to a peak of $180 billion, an increase of nearly $100 
billion during the war years. The principal factor in bringing about 
this great increase in the volume of money is reflected in the figures 
showing a corresponding increase in the holdings of Treasury 
obligations by the banking system. 
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Debt Must Be Demonetized 


Now as I said before, this is a little over-simplified. You may say 
that in the later war loan drives, commercial banks were prohibited 
from subscribing to Treasury issues. That is true, but the fact 
remains the banks bought billions of Treasury bonds in the open 
market. In their eagerness for earnings they bid the price of 2% and 
23% bonds to fancy premiums and are still buying these issues on 
the open market when they can find them. They have no hesitancy 
in doing this so long as they are assured of credit accommodations 
by the Federal Reserve Banks and such accommodation may not 
be confined alone to Treasury paper. The liberalization of the 
Federal Reserve Act during the 30’s governing advances to member 
banks opened the doors to a broad class of collateral. As a conse- 
quence they are buying corporate issues at unbelievably low rates. 
Unbelievable unless you know the arithmetic by which they came 
by their funds. 

By contrast let’s consider what happens when the Equitable 
buys $100 million of new Federal securities. In this case we draw 
checks on our depositories in favor of the U. S. Treasury and 
reduce our deposits by $100 million. The bank’s reserves are 
temporarily reduced by $100 million and the bank’s lending power 
is restricted by, roughly, five times that amount. Of course, the 
bank’s reserves are replenished as soon as the Treasury spends its 
$100 million. Instead of the securities serving as an additional credit 
base they are now held in the Equitable’s vault at 393 Seventh 
Avenue. No new money has been created. If the Equitable were to 
buy $100 million of a refunding issue or of an existing issue now held 
by the banks, the effect would be to reduce bank deposits by $100 
million and, of course, bank holdings of U. S. securities by the same 
amount. 

I think we must recognize that during the last decade and a half 
the banking system has developed an almost perfect technique 
for providing politicians with vast funds without the public really 
knowing what is involved. But it is time to realize as Allan Sproul 
(President of the Federal Reserve Bank of New York) pointed out 
early this year, that “we cannot expect or permit some fourteen 
thousand individual commercial banks to establish national credit 
policy for us in this reconversion period.” Steps must be taken, 
while there is still opportunity, to place our fiscal, monetary and 
credit policies on a sound basis, a responsibility that rests squarely 


Tue Farm Lanp Boom 149 


upon the Board of Governors of the Federal Reserve System and 
the officials of the United States Treasury. And no group can have 
a greater interest in this objective than the bankers of the nation, 
for if unsound policies continue much longer the blame for the grief 
which must follow is very apt to be placed on the bankers them- 
selves. We get a feeling of despair when we consider the conse- 
quences of Feneral Reserve policy in recent years and then to see 
them frittering away their time amending and administering 
reguiation “W,” as a means of controlling inflation. Control of 
instalment buying is, of course, a step in the right direction; but it 
is a mere drop in the bucket as compared with what is really 
needed. They play with symptoms and ignore basic causes. We are 
remainded of a man whose house is on fire and he tries to bring it 
under control with a “flit gun.” 

The only way this situation can be corrected is to get these bonds 
and certificates out of the commercial banking system. It can be 
done by taxing more than we spend and paying them off with the 
surplus. This is a slow, painful, tedious and unpopular process. A 
faster method would be to refinance them with new paper ineligible 
for bank investment at a rate to be determined in the market by 
the free play of economic forces unhampered by artificial pegs or 
other Governmental interference. The additional interest cost to 
the Treasury probably would not exceed $1 billion annually. We 
hope and believe that the new Congress has the necessary fortitude 
to do it. When our housewives on the meat lines discovered what 
OPA was doing to our food supply they spoke emphatically, and 
our new Congress is of their choosing. Unfortunately, it is harder 
to make them understand what has happened to the real value of 
their wages, salaries and savings, but if enough of us will discuss 
and debate the issue, even that can be accomplished. 

We don’t know what the effect of all this new money is going to 
be on the farm real estate market. My guess is that the pressure of 
excess supplies of foodstuffs and fibers will outweigh the excess 
of money in its effect on prices, while on the other hand the excess of 
money will probably tend to keep up the prices of many things 
farmers buy. Farmer’s costs of operations will stay high we fear. 
On the whole we doubt if farming will be much more profitable in 
the years ahead than it was before the war. Parity in its present 
concept will be even more difficult to maintain. 


FEDERAL CREDIT AGENCIES AS AN 
INFLUENCE UPON LAND VALUES* 


R. C. ENGBERG 
Farm Credit Administration 


NY institutions which provide leadership in credit policies and 
practices also have some influence on the market values of 
the land and other capital goods financed. A quick and dramatic 
illustration of such influence might be a situation where the major 
lenders in an area decided to call all or most of their cattle loans. 
The resulting flood of cattle forced to market would undoubtedly 
depress local prices, at least temporarily. Policies of lenders who 
are leaders in the farm mortgage field are particularly likely to 
have significant influences on farm land values. In view of the 
major role of credit agencies supervised or owned by the Federal 
Government and since there is an unusual interest in the course of 
farm land values at the present time, it seems appropriate to inquire 
into the nature and extent of the influence of such agencies upon 
land values and whether this influence is beneficial or otherwise. 
Reference will be made principally to the operations of the Federal 
land banks and the Federal Farm Mortgage Corporation, al- 
though the effects of other so-called “Federal” agencies may be of 
significance. 


Year-to-Year Market Price Changes 


The value of farm land generally reflects its future productivity 
as estimated by buyers and sellers. In making these estimates, 
however, the market tends to give too much weight to current in- 
come and too little to the possibility of wide changes in income 5, 
10, or 15 years in the future. Possible changes as far as 15 years in 
the future properly should be considered since it appears that 
somewhere near that length of time is required under average 
conditions to pay for a farm from its earnings.’ Values during 
World War I, for example, were raised to or maintained at rela- 
tively high levels because the possibility or probability of earnings 
as low as those received in the thirties was not anticipated and 

* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 27, 1946. 

1 See, for example, George A. Pond and William L. Cavert, ““How long does it 
take to pay for a farm starting with heavy debts?’’, this Journat, Vol. XXVI, 


No. 4, November 1944, and “‘Capital needed to farm in the Midwest,” Minnesota 
Agric. Exp. Sta. Bul. 389, January, 1946. 
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discounted. The tragic results of the fact that changes in farm 
earnings were inaccurately anticipated during World War I and the 
twenties are well known. Thousands of farm owners found that 
they had greatly overvalued their farms when buying or financing 
them. Lenders also found their appraisals had been much too high. 

As farms were overvalued in the twenties, they were also under- 
valued in the thirties. When incomes reached the extraordinarily 
low levels in the middle of that decade, partly because of low prices 
and partly because of drouth, the market then failed to give proper 
weight to the probability that future incomes might be considerably 
higher. The recession in land values was further aggravated by the 
depressing effect of the large accumulation of farms acquired by 
lenders and available for sale. 

Beginning in 1933, there were initiated at least three broad pro- 
grams or policies in the Federal land bank system which have as- 
sisted in making market prices more responsive to long-run earn- 
ings. These were (1) the normal value concept in appraisals, (2) the 
broadening of the loan authority, including provision for Land 
Bank Commissioner loans, and (3) improved servicing of loans, 
especially loans in default. 

Normal value in appraisals. The normal value concept is likely 
to be recorded by history as one of the greatest single improve- 
ments in the technique of making appraisals for farm mortgage 
loans. The purpose is to establish a value upon a farm which re- 
flects as objectively as possible a realistic estimate of future returns 
from that farm. It is an attempt to minimize the influence of short- 
time fluctuations of earnings and particularly to correct the tend- 
ency toward overvaluation during periods of unusually high in- 
comes and undervaluation when incomes are abnormally low. Such 
a viewpoint is especially important when making appraisals for 
long-term loans. After adoption of the normal concept, land bank 
appraisals generally exceeded the extraordinarily low market prices 
during the middle thirties. The reverse situation has prevailed dur- 
ing recent years when land prices have been moving up rapidly. 
The normal agricultural values established by appraisers are now 
substantially below market prices. For example, a study of 6,373 
land bank appraisals made in all parts of the United States during 
the year ended June 30, 1946, on farms which had been sold re- 
cently, showed that sale prices averaged 43 percent higher than the 
appraisers’ normal agricultural values. 
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While normal values are intended to have a stabilizing influence, 
in actual practice they are not and should not be completely static. 
Technology and economic conditions change and such long-run 
dynamics must be taken into account. Another study of appraisals 
made of 804 farms during the period January 1, 1937, through 
June 30, 1941, and again on the identical farms during the year 
ended June 30, 1946, showed an average increase between the two 
periods of 10.5 percent in the normal agricultural value of the farms. 
This increase no doubt reflects to some degree a human tendency 
among appraisers to be more optimistic during periods of rising in- 
comes but it is based also on such other factors as increased pro- 
ductivity arising from variety improvement and better crop and 
livestock practices, authority to recognize value of farm woodlands, 
and minor adjustments in the normal price of farm products as in 
the case of tobacco which was increased 6 cents. Such price adjust- 
ments, of course, are made only after careful study of the long-run 
prospects of the crop. While the normal values showed some in- 
crease, market prices advanced much more rapidly. In these in- 
stances, sales prices were not available for the same dates as the 
appraisals but the appraisers’ estimates of normal agricultural val- 
ues averaged 99.9 percent of their estimates of market value for the 
early period but only 70.5 percent in the case of the appraisals 
made during the later period. 

Broader loan facilities. A further stabilizing influence, also in- 
augurated in 1933, was the provision for Land Bank Commissioner 
loans to supplement the Federal land bank loans. This measure, 
which authorized the making of Commissioner loans in amounts up 
through 75 percent of normal agricultural value either as first mort- 
gage loans or as liens junior to Federal land bank or other loans, 
together with the assurance of ample funds, enabled the Federal 
land bank system to accomplish the greatest agricultural refinanc- 
ing program in history. Through that refinancing, the unprece- 
dented tide of foreclosures was checked and many thousands of 
farms which otherwise might have been added to the huge total 
held by creditors remained in the hands of their owners. There is 
little doubt that, in the absence of this refinancing, the additional 
volume of distressed real estate which would have come on the 
market would have further delayed the recovery of values. 

The availability of this credit service should continue to act as a 
balance wheel in future emergencies as well as in more normal times. 
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This function is particularly important in areas not adequately 
served by private lenders. With respect to future availability, Fed- 
eral land bank loan authority has been broadened to permit loans 
up through 65 percent of normal agricultural value. The authority 
to make Commissioner loans expires on June 30, 1947, but the 
Farm Credit Administration has been directed by the Congress to 
submit to it by March 1, 1947, a study, with recommendations, of 
ways and means of making available through the Federal land bank 
system loans similar to those now made by the Commissioner. 

Improved loan service. A third type of stabilizing influence which 
can be traced largely to Federal agencies consists of more intelligent 
loan service. This improvement involves various forbearance ar- 
rangements when incomes are temporarily low, devices for adjust- 
ing payments both to the season of the year when income is ex- 
pected and the year-to-year changes in income, and sympathetic 
advice and counsel when appropriate. Such policies and practices 
tend to reduce the number of loan breakdowns, thereby diminishing 
the depressing effect of foreclosures upon local land values. 

The experience during the thirties demonstrated the significance 
and importance of this influence. Borrowers who were making an 
honest effort to carry their loans and who appeared to have a rea- 
sonable chance to work out their difficulties were given an oppor- 
tunity to do so. Most of these borrowers later were able to pay 
their delinquencies in full when incomes improved. In this manner, 
thousands of potential foreclosures were averted and the number of 
farms on the market for sale by creditors correspondingly reduced. 

The three influences just discussed have had and continue to 
have significant effects upon farm land values. In addition to the 
direct action arising from the specific loans made by the Federal 
land banks and the Land Bank Commissioner, there are indirect 
influences of substantial proportions. The normal value concept, for 
example, has been accepted in some form by most of the major 
institutional lenders. This is indicated by the discussions in the 
meetings of the National Agricultural Credit Committee which is 
composed of representatives of all the larger lending groups. This 
committee has met several times a year since 1941 and discussed 
mutual problems in farm mortgage financing during rising prices. 
The improvements in loan service mentioned above likewise have 
been adopted at least in part by many lenders. The wider adoption 
of the normal value concept and improved loan service has been fa- 
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cilitated in no small degree by the fact that as a result of the declin- 
ing work load and accompanying decrease in personnel, many for- 
mer land bank appraisers and land bank employees are now applying 
their Farm Credit training and philosophy in loaning activities for 
insurance companies, banks, and other farm financing organizations. 

Land values have risen rapidly during World War II and the 
trend still seems to be upward. Analysis of the relationship between 
land values and net income to land indicates, however, that the rise 
has been relatively slower during World War II than during and 
after World War I. The influences which have been mentioned un- 
doubtedly have contributed to this slower rate of increase. Other 
factors also have had important effects, chief among which has been 
the cautious attitude of farmers. Here again the policies and edu- 
cational work of lenders, including particularly the Farm Credit 
Administration appraisers, information and extension services, and 
operating units, have played an important part in forming and 
maintaining this attitude. The need for caution has been empha- 
sized year after year during the war and postwar period at annual 
meetings of stockholders of national farm loan associations and pro- 
duction credit associations and the views of this nucleus of farmers 
in every rural community no doubt have had a significant influence 
on the attitude of their neighbors. The dollar amounts of loan com- 
mitments in relation to the purchase prices of farms and the con- 
tinued reference to normal values likewise have had some part in 
encouraging a cautious attitude. The educational activities of the 
Farm Credit Administration during the past four years have in- 
cluded 54 radio programs dealing specifically with farm land prices 
and the dangers of inflation. These have been carried in approxi- 
mately 16,000 broadcasts. In addition, there have been appraisal 
clinics and numerous local programs of a similar nature. Thus, 
without ignoring other influences, it seems probable that the Fed- 
eral land bank system has assisted to a considerable extent in 
minimizing inflationary trends during this war period. 


Differentials in Productivity of Land 


Another type of influence involves the qualitative valuation of 
farms. Past experience in Federal land bank operations indicates a 
very definite tendency to overvalue the less productive lands and 
probably to undervalue the top farms. This tendency has been ob- 
served in farm land market prices, in values established by land 
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bank appraisers, and in the amounts of loans approved by the 
national farm loan associations and the Federal land banks, includ- 
ing their actions on Commissioner loans. 

The reasons for such a tendency have not been fully determined 
but several may be suggested. It may be that the home value is 
given relatively more weight on poorer grades of land than on the 
more productive farms. Probably the most important reason, how- 
ever, is inadequate knowledge and understanding ot the quality of 
soils and the productivity of farms. Many instances can be found 
where people from the cities who are unfamiliar with agriculture 
pay excessive prices for poor quality farms. Cases have also come 
to the attention of the Farm Credit Administration where young 
farmers, many of them veterans, are buying mediocre farms at 
prices which are high relative to their productivity. This tendency 
is particularly evident at a time like the present when a large capital 
investment is required to buy good quality farms in established 
farming areas than purchasers with limited resources can afford. 
The result is that while the uninformed purchaser may be buying a 
farm at a price which he can afford, he actually may be getting an 
unproductive farm and a burdensome debt. Since there are more 
people with limited capital than with ample funds, the competition 
for the lower-priced farms may be greater than for higher-priced 
land. 

During recent years, the Farm Credit Administration has de- 
voted a considerable amount of effort to the study of Federal land 
bank loan experience, by areas classified according to productivity 
of the farms. In the classification and mapping work, the training 
and knowledge of the appraisal staff are utilized and an attempt is 
made to reflect the physical and economic factors which have an 
effect upon farm income in an area. The land is classified into five 
areas, net income area 1 being areas having the most productive 
farms and net income area 5 being those having the least productive 
units. 

Debt-paying capacity of poorer farms frequently overestimated. 
After classifying areas in this manner, the Federal land bank loan 
experience since the beginning of the system is studied in an effort 
to determine how successfully credit needs of agriculture have been 
served in these respective areas. In general, losses have been very 
small and in some cases non-existent in net income areas 1 and 2, 
the most productive areas, but have been progressively heavier in 
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net income areas 3, 4, and 5. For example, the experience with 
loans closed from 1917 to 1932, inclusive, in 32 counties in Washing- 
ton, Idaho, and Montana shows that 3 percent of the loans in net 
income area I were acquired, 6 percent in net income area 2, 13 per- 
cent in net income area 3, 22 percent in net income area 4, and 47 
percent or nearly half of the loans made in net income area 5 re- 
sulted in acquisition of the farms. There was a small profit on the 
few farms which were acquired in net income area 1, a loss of only 
$3 per $1,000 loaned resulted in net income area 2, $30 per $1,000 
in net income area 3, $88 per $1,000 in net income area 4, and $266 
per $1,000 or more than one-fourth of the total money loaned was 
lost in net income area 5. 

Furthermore, it should be noted that the few cases where the 

property was acquired in net income area 1 were largely in the na- 

ture of accidents and were practically all foreclosure cases. These 
farms were held by the bank on the average of only 4 months and 
the sales resulted in a small profit. On the other hand, the farms 
acquired in net income areas 4 and 5 were mostly those which were 
deeded to the bank voluntarily. Being less desirable, the farms were 
harder to sell and on the average were held by the bank a much 
longer period than the farms acquired in the better areas. This 
tended to build up the investment and increase the loss. 

A similar relationship between quality of farm and loan experi- 
ence has been found in other areas. Recent studies of loans closed 
during 1917-32 in Illinois, Indiana and Missouri, for example, show 
the following results: 


4 Counties, central Indiana 7 Counties, Missouri & Illinois 
Net Number Percent Loss Number Percent Loss 
income ofloans acquired per $1,000 of loans acquired per $1,000 
area loaned loaned 
1 10 0 0 43 12 $ 2.57* 
2 153 8 $ 10.12 69 3 18° 
3 313 13 25.69 205 28 10.97 
4 56 20 111.27 110 50 25 .62 
5 0 56 55 35.86 
* Profit. 


These data follow the pattern found in all such studies indicating 
the general tendency on the part of appraisers and loan committees 


( 
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in the past to overrate the debt-paying capacity of the poorer 
grades of land. 

Capitalized earnings compared with farmer’s estimates. Farmers’ 
estimates of sale value likewise do not seem to take full account of 
the differences in earning power between the better and poorer 
grades of land. This has been indicated where such farmers’ esti- 
mates and also records of farm income and expenses have been ob- 
tained in connection with economic classification of the land. A 
group of records gathered by the Washington Agricultural Experi- 
ment Station, for example, brought out the following differences: 


Net income Farmer’s estimate 
area of sale value Pe earnings 
$14,762 $28 
3 13 , 232 15,650 
4 8,104 2,475 
5 6,275 — 200 


The farmers on the less productive farms estimated considerably 
higher values than those which might be warranted purely on the 
basis of net earnings. Likewise, there was a tendency to be conserva- 
tive on the best farms. 

Considerable progress already has been made in the Federal land 
bank system toward more accurate recognition of the full differ- 
ences in debt-paying capacity and productive value between the 
best and poorest farms. As more mapping is completed and loan 
experience analyzed on this basis, the differentials will be more ac- 
curately reflected in appraisal and loan policy. Through the proc- 
esses already described, these policies will influence policies of other 
lenders and thus extend their benefits generally throughout the land 
market. The accumulated knowledge and influence should be of 
aid generally in educational work on farm land values. 

In this connection, the failure of the market to differentiate suffi- 
ciently between good and poor land is the basis for much of the 
demand for a public farm appraisal service. In the Report of the 
Committee on Postwar Agricultural Policy of the Association of" 
Land Grant Colleges and Universities published in October 1944, it 

? Covers records from 189 farms. See mimeographed report “Economic land clas- 
sification in King and Snohomish Counties, Washington, and its influence on 


full-time farm returns,” A. W. Peterson, M. T. Buchanan, and B. D. Parrish, Wash- 
ington Agric. Exp. Sta. No farms were located in net income area 1. 
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is recommended that “‘a public appraisal service should be provided 
so that all prospective buyers and sellers may have knowledge on 
the basis of which they will be able better to judge the approximate 
long-time value of farm properties.” In discussing the merits of a 
public farm appraisal service at a meeting of the National Agricul- 
tural Credit Committee in May 1945, Dean W. I. Myers of Cornell 
University stated that an important contribution could be made if 
such a service could establish proper differentials between the 
values of good and poor farms. 


Capitalization of Credit Improvements 


Another possible type of influence on land values arises from the 
presumed relationship between the mortgage rate and the capitali- 
zation rate. The theory is that if the capitalization rate closely 
follows the mortgage rate, general changes in interest rates are 
capitalized into the value of the land.* Thus, if the Federal land 
bank system has contributed to the lowering of interest rates and 
to making other improvements in credit terms, the benefit, under 
this theory, is only temporary since the gains are eventually lost 
through capitalization into higher market values.‘ The final effect 
of the system consequently may be largely to raise the level of land 
values. 

Capitalization rates. The evidence that is available, however, sug- 
gests that farmers tend to retain a substantial part of these benefits 
Reference already has been made to the fact that the ratio between 
returns to land and land values has been higher during and before 
World War II than during the corresponding periods ot World War 
I. Comparing the two prewar periods, the ratios are 1912-16, 4.6 
percent and 1936-40, 5.3 percent. For the two war periods, the 
comparison is 1917-20, 6.55 percent and 1941-44, 7.9 percent. 
These data suggest that the rate of capitalization during the past 
10 years has been higher than it was about 30 years ago. 

Interest rates. Mortgage rates, on the other hand, have declined 
during this period. Contract rates on mortgages recorded show the 
following trend: 

3 See, for example, ““Land booms and the mortgage rate of interest,”’ A. A. Dowell, 
This Journat, Vol. XX, No. 1, February 1938, pp. 231-232. 

4 No effort is made in this paper to measure the effect of the operations of the 
Federal land banks upon the interest rates charged by other lenders. While the 
general trend of rates has been downward since the banks began to make loans, it is 
recognized that other forces have contributed to that trend. There is a firm basis, 


however, for assuming that the influence of the banks upon interest rates and other 
terms has been substantial, particularly in the less competitive loaning areas. 
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Contract mortgage rates charged by 


Period Federal land banks and All other 
Land Bank Commissioner leaders 
1920 5.50 6.42 
1925 5.45 6.34 
1930 5.53 6.39 
1935 4.73 6.91 
1941 4.50 5.01 
1943 4.40 4.88 
1945 4.31 4.73 


If the trend in the rate of capitalization has been upward, as ap- 
pears to have been the case, one must conclude that whatever re- 
lationship actually exists between the mortgage rate and the 
capitalization rate is relatively small, or, at least, overshadowed by 
other influences on land values. Furthermore, there seem to be good 
reasons why this should be true. For some time a great deal of 
educational work has been directed toward improving the stand- 
ards of living on farms. To a significant extent, savings arising from 
such sources as interest reduction have been and are likely to be 
used in the future for building bathrooms, installing central heat- 
ing, and buying electrically-powered equipment for both the home 
and the farm. Some credit administrators have even observed a 
reduction in debt-paying capacity in a community following organi- 
zation of an REA cooperative and installation of power connections. 
Such savings are used also to purchase other farm equipment, make 
farm improvements, give the children a better education, and for 
similar purposes. Likewise, it is quite probable that the educational 
work carried on in recent years by the Extension Service, the agri- 
cultural colleges, the Farm Credit Administration, the American 
Bankers Association, the National Agricultural Credit Committee, 
and others regarding the hazards in land price inflation has had no 
small part in influencing the capitalization rate. 

A number of other reasons for differences between the two rates 
have been mentioned. “Differences in risk, liquidity, and super- 
visory requirements indicate that the capitalization rate should be 
higher than the mortgage rate. Also operating to influence capitali- 
zation rates relative to interest rates would be such factors as alter- 
native employment opportunities, fear of inflation and unem- 

5 For 1920 to 1930, inclusive, data on all other lenders obtained from mimeo- 
graphed report “Average rates of interest charged on farm mortgage recordings of 


selected lender groups,” Bureau of Agricultural Economics, November 1940. All 
other data from the Farm Credit Administration. 
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ployment, and the amenity or prestige values attached to farm 
landownership.’”* 

It seems reasonable to conclude that whatever influence the Fed- 
eral land bank system has had in lowering interest rates and bring- 
ing about other improvements in credit terms has resulted only to 
a small extent in capitalization into higher values. Most of the sav- 
ings and benefits arising directly and indirectly from the operations 
of the system probably have been retained by the purchasers of 
farms and have been available for use in improving their living 
conditions and increasing their enjoyment of life.” 

Without modifying this conclusion and aside from the effects on 
the year-to-year fluctuations discussed eariier in this paper, one 
other influence of the system upon land values should be mentioned 
at this point. There are some areas where the mere fact that credit 
was made available, probably more than the lowering of interest 
rates, undoubtedly had a distinct firming effect on the land market. 
Such areas would be found in the South and West where the supply 
of long-term credit was relatively limited and where buyers previ- 
ously were more restricted in their ability to purchase because of 
difficulties in obtaining proper financing. 


Effects of Acquiring and Selling Farm Real Estate 


The question may be raised whether still another type of influ- 
ence may not arise in connection with policies followed in managing 
and disposing of acquired real estate. With a vivid imagination, 
one might even visualize the possibility of managing the real estate 
accumulations by Federal agencies with the definite purpose of 
stabilizing land values. Under such a policy, farms would be fed on 
the market as a restraining influence when land prices were advanc- 
ing too rapidly and withheld or offered only at above-market prices 
when the market seemed unjustifiably weak. 

Even if such a policy were desirable and feasible from a public 
standpoint, there are several practical considerations which would 
interfere with its execution. In the first place, it seems improbable 
that the real estate holdings of the Federal land bank system will be 

6 “The Farm Real Estate Situation, 1944-45,” M. M. Regan, A. R. Johnson, and 


Fred A. Clarenbach, Circular No. 743, United States Department of Agriculture, 
October 1945, p. 39. 

7 For a similar view regarding the effect of general reductions in interest rates, 
see “The Farm Real Estate Situation, 1939-40, 1940-41, and 1941-42,” M. M. 
Regan and A. R. Johnson, Circular No. 662, November 1942, U.S. Department of 
Agriculture, p. 28. 
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large enough in future years to exert a controlling influence. As a 
result of the improved policies in making appraisals, determining 
the size of loan commitments, servicing loans in force, and insti- 
tuting foreclosures, it is likely that real estate acquirements in 
future years will be substantially less than in the past. Except in 
localized areas where acquirements of real estate may be exception- 
ally heavy because of some combination of unfavorable circum- 
stances, the number of farms to be disposed of by the Federal land 
bank will not be large enough to be a controlling influence. Even 
during the period of heaviest sales, the number of farms sold in the 
past by the Federal land bank system, including those owned by 
the Federal Farm Mortgage Corporation, never exceeded 7.3 per- 
cent of the total number of voluntary sales and trades in the 
United States in any single year. If distributed evenly, this or some 
smaller proportion of the total real estate activity is not large 
enough to have an important influence upon the market. 

There would be difficulty, moreover, in following a sales program 
designed mainly to stabilize land values. The policy under such a 
purpose presumably would be to withhold or delay sales during 
periods of market depression and to dispose of accumulated in- 
ventories when the market is strong or advancing rapidly. On the 
basis of the experience during the thirties, the practical difficulty in 
carrying out such a policy is likely to arise from the probability that 
sale of the acquired farms can be delayed only at an annual loss. 
As has already been indicated, the farms acquired are usually the 
poorer farms. When acquired, moreover, they are likely to be in a 
run-down condition. The investment is relatively high because of 
accumulations of taxes, insurance, and other costs and considerable 
expense for reconditioning for sale. Under these conditions, the 
costs of holding such real estate are likely to exceed the returns 
even when the average increases in land values are taken into ac- 
count. Except during wartime, advances in farm land values have 
not been sufficient to cover the total costs of holding acquired real 
estate. 

The future influence of the Federal system upon land values 
through deliberate management of real estate sales policy thus is 
likely to be small. The principal influence through real estate 
operations may be through the examples set to other lenders in 
policies which may limit acquirements, in pricing the farms which 
are acquired and offered for sale, and through general educational 
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work carried on by the banks and other units in the Federal lending 
system. 
Summary 


In summary, the greatest influence of the Federal land bank 
system, including the Land Bank Commissioner loans and the 
Federal Farm Mortgage Corporation, upon land values has been 
and probably will continue to be in establishing values that are 
more nearly in line with long-run earning capacity of farms and 
minimizing the effects of short-time fluctuations of farm incomes. 
Probably the greatest single factor in such influence is the use of 
the normal concept in appraisals for loans. 

The improved servicing policies for loans developed during the 
thirties also have contributed to the stabilizing effect. These 
policies tend to reduce the number of farms transferred from owner- 
operators to creditor hands and this in turn means that there will 
be fewer farms overhanging the market. 

Another type of influence likely to be felt gradually as more in- 
formation through research becomes available, is a better under- 
standing of the differences in the debt-paying capacity between the 
best, the poorest, and the intermediate grades of farms. Substantial 
progress in recognizing these differentials already has been made 
in Federal land bank appraisals and loans and the effects of such 
progress as it continues should extend beyond the operations of the 
Federal system. 

As stated at the beginning of this paper, the discussion has related 
practically entirely to the operations of the Federal land banks and 
the Federal Farm Mortgage Corporation but it is recognized that 
there may be similar effects growing out of operations of other 
institutions which are Federally-supervised or owned. This will be 
particularly true of the tenant-purchase program and other credit 
operations of the Farmers’ Home Administration. The policies of 
production credit associations through making credit continuously 
available and adjusting such credit to earning capacity likewise 
should have some stabilizing influence. Many of these policies 
already are being adopted by commercial banks and other lenders. 

The favorable aspect of these influences seems to be further 
increased by evidence which suggests that the benefits from lower 
interest rates and improved terms are retained in substantial 
measure by farmers and to only a limited extent do they appear to 
be lost through capitalization into higher land values. 


REVIEW OF PAPERS BY R. I. NOWELL AND 
R. C. ENGBERG* 


Norman J. Wau 
Bureau of Agricultural Economics 


R. NOWELL has presented striking evidence of the extent to which 

farm land prices have increased during and after the war and how 
this rise in land values has frequently been accompanied by instances of 
unsound lending. That we have had a substantial increase in land values 
for the country as a whole is clearly indicated by the Bureau of Agricul- 
tural Economics index of average value per acre of farm real estate (1912- 
14=100). For the United States as a whole this index stood at 152 on 
November 1, 1946, a rise of 14 percent from a year ago. Average values are 
now 83 percent above the 1935-39 base compared with an increase of 70 
percent from the 1912-14 average to 1920 in the World War I period. 
Values on November 1 were above 1919 levels in 34 States and above 1920 
levels in 21 States. The State and national averages, however, cover up 
widely varying situations. In many areas the advances have been more 
striking than the increases just quoted. On the other hand, many sections 
of the country report a far more conservative rise in values. 

As pointed out in Mr. Engberg’s paper, however, the rise in land values 
so far in this current boom period has not been so great in relation to net 
returns to land and to net farm income as was the case in World War I. 
It may be pointed out that the rise in the earlier war followed a long period 
of rising land values. In the current war period, however, land values rose 
from a level that had been depressed by the adverse economic conditions 
of the thirties. As pointed out by Mr. Nowell, land values in Iowa and 
Illinois did not rise above his organization’s normal value until after 1942. 

Other aspects of the financial structure of agriculture likewise compare 
more favorably with the developments which took place during and after 
World War I. Farm mortgage indebtedness which increased substantially 
during the earlier war period continued its downward trend during World 
War II. At the beginning of 1946 such indebtedness was at the lowest level 
since 1915. The outstanding amount of short-term indebtedness has also 
shown little change in recent years. Liquid assets in the form of bank 
deposits, currency, and bonds have been substantially expanded. Of major 
importance, too, is the fact that a far larger proportion of land transfers 
have been cash transactions than was the case in the earlier war period. 
In general, it can be said that agriculture is in a sounder position to with- 
stand the adverse effects of a drop in farm income than in 1920. This does 
not imply, however, that a drop in farm income would not bring financial 
difficulty to many farmers who have purchased farm land at the recent 
high level of prices when such purchases have been financed with heavy 
mortgages. Whether we have reached an approximate peak in farm land 
values can not be stated with certainty. The fact, that we have probably 
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reached and passed the peak in farm commodity prices may indicate that 
at least in some areas land values may not rise appreciably further. 

Mr. Nowell does not leave a clear picture as to what he expects in future 
developments for agriculture. On the one hand he anticipates that prospec- 
tive agricultural surpluses will lower farm income and on the other, that 
the expanded money supply will result in inflation. Certainly some of the 
conclusions reached in the latter part of his paper will be questioned by 
many of those here. In analyzing the effects of the technological revolution 
on the farm, Mr. Nowell comes to the gloomy prediction that this in- 
creased efficiency in production can mean only “bigger and better sur- 
pluses, lower prices, and a renewal of the grim battle for survival among 
farmers.” While prices received probably will be relatively lower than if 
this technological revolution had not taken place, it is by no means cer- 
tain that the increased output produced at lower unit costs will place the 
efficient farmer in a more difficult position. If agricultural output does not 
expand more rapidly than the increases in population, per capita con- 
sumption and foreign demand, farm income, in general, should not be ad- 
versely affected by this increasing output. With the higher level of na- 
tional income following World War I, per capita consumption of food was 
at a higher rate in the decade of the twenties than prior to the war. De- 
spite rationing, per capita consumption of food increased significantly 
during World War II period and as the foods which have been in short 
supply become more abundant, it does not seem unreasonable to expect 
some additional increase in per capita consumption. It should also be borne 
in mind that agriculture is not the only industry in which technological 
change is taking place. To the extent that industry increases its output with 
lower unit prices, technological developments in industry may balance 
those in agriculture. Under these conditions the real income of both agri- 
culture and industry would be increased. 

In considering the export demand for American farm products, he 
states “in our opinion the war-torn countries as well as the ones that are 
perpetually hungry will consume unlimited quantities of American food so 
long as we deliver it to them on a Santa Claus basis, but when we offer them 
food on a cash and carry basis exports will stop abruptly.” I think most of 
us will agree that agricultural exports will be sharply curtailed with the 
cessation of foreign relief programs. Indeed we would not want our agricul- 
tural exports to be maintained at the high level of recent years because in 
order to maintain that level domestic consumption of many important 
food products had to be contracted. It seems to be an unrealistic assump- 
tion that we can expect no appreciable support from export markets in the 
years ahead. Certainly foreign countries will wish to purchase tobacco, 
cotton, fruits, and other commodities for some time to come, if we make 
them available at competitive world prices. Comparisons are frequently 
made with the low volume of our agricultural exports in the period 1935 
to 1939. During this period, however, drought greatly affected our pro- 
duction and, for the first time in our history, we were net importers of both 
wheat and pork. The increase in population and per capita consumption 
have since the beginning of the century taken an increased proportion of 
our domestic production of agricultural products. We are, therefore, less 
dependent upon foreign outlets than we were a couple of decades ago. 
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Our long-range plans in the international field also may have some in- 
fluence upon the demand for agricultural products. It seems reasonable 
that the lending operations of the World Bank for Reconstruction and 
Development, the Monetary Fund, and the Export-Import Bank should 
have some influence in promoting a higher level of international trade. 
Furthermore, to the extent that the proposed International Trade Organi- 
zation is able to reduce trade barriers, this would be an additional factor 
tending to maintain a relatively high level of foreign trade. 

Mr. Nowell seems to feel that the only way we can have a higher price 
level than before the war is by maintaining it at artificially high levels 
through deficit spending by our Federal Government. He apparently 
overlooks the historical precedent that the wholesale price level after the 
first World War was approximately 50 percent higher in the decade of the 
twenties than prewar. In this period we had no Government deficits and 
actually reduced the Federal debt. Likewise, national income in the 
twenties was maintained at a higher level than in any peak year of the war 
period. While not subscribing to the theory that the volume of credit 
alone determines the price level, it seems to us that the expansion in credit 
which has taken place since the outbreak of the war has been so substantial 
that we can hardly escape its long-range effect upon our price structure. 
Demand deposits and currency in circulation which about doubled during 
and after World War I have about tripled in the more recent war period. 
Nor is this expansion in the volume of credit solely confined to the United 
States; it is characteristic of practically every country in the world. It 
seems to this observer, at least, that there is a reasonable prospect that the 
wholesale price level and the level of national income in the next decade 
may settle down to a level substantially above that which characterized 
the years immediately before Pearl Harbor. 

Mr. Nowell seems highly critical of the low interest rate policy adopted 
by our monetary authorities and states, “when the buying public and in- 
vesting institutions refuse to furnish the New Deal with sufficient funds at 
abnormally low interest rates, then the experts bought off the bankers and 
rigged the market by a process which in its long-term effects were the same 
as if they had printed greenbacks. When the war broke out they already 
had a background of experience for debasing the currency and were ready 
to go.” He seems to imply that the low rates of interest paid on Treasury 
certificates and bills rigged the market at artificially low levels. Looking at 
the record, however, it will be seen that from the beginning of 1934 to the 
end of 1941, this country received imports of $16,850 millions of gold, in- 
creasing member bank reserves and providing them with reserve funds 
with which to meet the abnormal expansion of currency during that period. 
During that same period, the annual averages of daily holdings of United 
States securities by the Federal Reserve System increased by about 150 
million dollars from 1934 to 1939. From 1939 to 1941 such holdings de- 
creased nearly 400 million, making a net reduction for the entire period of 
about 250 million. Certainly from the standpoint of supply and demand 
factors influencing interest rates this was a period which would justify a 
fall of rates to very low levels. As a matter of fact declining interest rates 
were characteristic of other major money markets in the world during the 
same period. 
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Mr. Nowell likewise seems to feel that the Treasury obtained its money 
for financing the war under a reprehensible system which was “the same 
as if they had printed greenbacks.” He goes on to give what he calls a 
“technical” discussion of Treasury and Federal Reserve policy during this 
period. One could take the illustration which he has given, however, and 
substitute an industrial corporation for the Treasury and substitute the 
corporation’s note for the Treasury’s certificate and we would come out 
with precisely the same results as Mr. Nowell has reached for Treasury 
financing. If, as a result of extending credit to industry, commercial banks 
need increased reserves they may tender either Treasury certificates and 
bills, acceptances, or other discountable paper to build up their reserve 
accounts. What he has described is merely the familiar process of credit 
expansion which has been a part of our economy ever since the establish- 
ment of the Federal Reserve System. Why it should be reprehensible when 
it is undertaken by the Treasury rather than private individuals and cor- 
porations, Mr. Nowell has not indicated. Of course, there are many of us 
who would have preferred to see the war financed with less reliance on 
bank credit, but it seems to me that that is entirely a different issue from 
that raised by Mr. Nowell. 

Mr. Engberg’s paper presents a clear analysis of the extent to which 
Federal credit agencies have influenced the land value structure. The nor- 
mal value concept of appraisals, to which Mr. Nowell also adheres has 
certainly been one of the outstanding advances in lending practices which 
in the long run should be a stabilizing factor affecting land values. Like- 
wise, the broadening of the loan authority including provision for Land 
Bank Commissioner loans is a concrete illustration of how a Federal lending 
agency can become a stabilizing factor in the agricultural economy during 
a period of economic distress. In his discussion of capitalization rates in 
relation to land values, however, one may question whether sufficient 
time has yet elapsed to justify the conclusion that farmers retain a sub- 
stantial part of the benefits of lower interest rates. In comparing the ratios 
of returns to land with land values, it may be pointed out that these were 
higher than 30 years ago because in the period 1936-40 land values were 
unusually depressed and in the period 1941-44, the ratios were high because 
of high land income. Neither of these two periods seem adequate for meas- 
uring any change in the capitalization rate because of the presence of 
temporary factors exerting a greater influence than interest rates. Mr. 
Engberg goes on to say that the value raising effects of lower interest 
rates were offset by other influences that were not related to lower interest 
rates. The real issue, however, is whether land values are higher than they 
otherwise would have been if farm-mortgage interest rates had not de- 
clined to the lower level. In this analysis, it seems that we must be con- 
cerned with the question as to whether lower interest rates, apart from 
other influences, tend to increase the demand for land in the long run. 
One might reasonably conclude, for instance, that those lenders who are 
loaning more per acre today than in the twenties, on the basis that the 
farmer’s fixed annual payments are no larger because of the lower interest 
rates, are contributing to an enlarged demand for farm land. 


FARM AND HOME PLANNING—A NEW APPROACH 
TO FARM MANAGEMENT EXTENSION WORK* 


M. L. Witson anp H. M. Dixon 
United States Department of Agriculture 


N JUNE 6, 1945, President Truman signed the Bankhead- 
Flannagan Act. Therefore, when we now talk about “in- 
dividual farm and home planning,” we are using a term that has for 
the first time legal status in the development of extension programs. 
What is individual farm and home planning? Is it as simple as the 
words sound? Is it extension terminology describing a project or a 
practice? Or, is it in a much more important category? Should it be 
called a method—something that affects extension administration 
and organization, extension goals and farm family participation? 
Professor J. E. Crosby of Missouri, in speaking before the Extension 
section of the December 1946 meeting of Land-Grant College 
Association in Chicago says: “balanced farming (individual farm 
and home planning) is a method, and not a project.” Thus he has 
added further to what has already been said about both the im- 
portance and direction of individual farm and home planning. 

First, let us survey the scope of farm planning. Let us ask our- 
selves if this term connotes a widespread development that has 
been going on for a number of years. If so, we may be able to say 
that it represents a movement, a demand growing out of the needs 
and interests of farm people, as recognized in past educational 
activities, and in the adjustments made by individual farm families 
to changes in methods of farming and standards of living. 

The idea of farm reorganization has always been impilict in farm 
management. One of the first extension activities to grow out of the 
earliest farm surveys was the return to the farmer of his individual 
farm records along with comparative tables, so that he could com- 
pare the various factors relating to organization and efficiency for 
his own farm with those of his neighbor and with an average of the 
best and poorest farms in the survey. 

Recently we had occasion to reexamine some of the work done 32 
years ago, also to review notes taken in Dr. G. F. Warren’s courses 
in farm management shortly after World War I. The whole idea of 
individual farm reorganization was essentially the objective of the 
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type of study which included all the farms of a given area regardless 
of the kind of farm. Each county agent appointed in 1914 and in the 
earlier years of extension work was given a simple farm organiza- 
tion blank, with the suggestion that it be used as a basis for getting 
acquainted with farmers and for developing an extension program 
for his county. 

Dr. C. B. Smith says that he anticipated at the time of the 
nation-wide inauguration of cooperative extension work, in 1914, 
following passage of the Smith-Lever Act, that farm management 
would be a basic, underlying activity with county agents. We recall 
that, in about 1915 or 1916, an extension director said he ex- 
pected the county agents in his State to give one-third of their 
time to farm management extension work. 

It is not necessary, in speaking before this group, to review in 
detail the history of extension programs in farm management. If we 
did, there would pass in review the whole development of farm 
management surveys; of farm accounting and the detailed cost 
accounting routes; the development of farm management associa- 
tions in Illinois, Kansas, Iowa, Minnesota, and more recently in 
Missouri and Wisconsin. 

These steps all were in the direction of replanning, or of making 
adjustments in, farm organization and operation as a result of out- 
look and changes in farm practices. In varying degrees emphasis 
has always been placed by the Extension Service on individual farm 
business records and on accounts and analysis of those records for 
the past year. This has been done in terms of projected conditions in 
agriculture for the coming year or years. In most States extension 
meetings have been held at which county agents and extension 
specialists in farm management and other fields worked with farm 
families in interpreting their last year’s results and in looking for- 
ward to the next years outlook. At these meetings, budgets were 
made out for the operation of farms for the coming year, including 
modifications of practices to improve efficiency, production and 
income. 

The point we are making is that the use of techniques in one form 
or another in connection with planning future operations of farms 
has been going on ever since cooperative extension work was organ- 
ized. The great problem and difficulty has been the small percentage 
of farmers reached with individual assistance. It has always been 
argued, however, that all this activity had a significance far beyond 
the farms assisted in that it projected its influence into the extension 
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programs of the county as these reached the larger body of farmers. 

An important conception in extension work today, and partic- 
ularly as it relates to the future, is the idea of growth and develop- 
ment in individual skills, which affects production practices and 
economic organization, including business management and farm 
management and all that has to do with the farm family’s work and 
living. Education is a life process and individual farmers, home- 
makers, and farm families are changing and adjusting as the 
methods of farming and living change. Education is cumulative in 
its effect. As more and more of our adult operating farmers and 
farm homemakers come from the ranks of 4-H Club work; as more 
and more of them are graduates in high school vocational agricul- 
ture and home economics; as an increasing number of college- 
trained graduates take up farming on their ancestral farms; as the 
schooling level of all rural people gradually rises from the U. S. 
eighth grade average at which it was in 1940; the thing that we 
might call the pattern of thinking among farm people grows and 
changes. These ideas change just as much as the ways of farming 
themselves change. We are no longer in the horse and buggy age. 
That applies to the managerial side of homemaking, as well as to 
farm operation. 

Farm men and women are growing out of the pioneer stage of 
extension educational work. What were some of the characteristics 
of the pioneer stage? As we see it, those characteristics were think- 
ing in terms of problems arising with individual farm practices. In 
contrast, the thinking today concerns the farm and home as a 
whole. The manner in which the most economical practices can be used 
to give the largest net returns to the individual farmer and his family, 
in relation to the particular area of land, and economic conditions 
under which he operates, is today’s criterion. 

Individual farm and home planning represents to us a stage in the 
growth and development of farm people in which farm people them- 
selves look at their farms and homes as a whole and plan for the 
future accordingly. This is the development of a trend rather than a 
brand new invention. It raises administrative questions for the 
Cooperative Extension Service, in the county, on the land-grant 
college campus, and in the Department of Agriculture. Let us look 
briefly at how these trends have been developing. 

Individual farm and home planning is not the invention of any 
individual, any particular organization, or any State extension 
service. It can be compared to a river flowing out of a watershed. 
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The stream itself is made up of the contributions from numerous 
individual tributaries which find their way up to “the divide.” 
The stream, as it now flows into the educational resources and 
services available for 63 million farm homes and families, is no small 
stream. Let us take a brief aerial view of some of the main tribu- 
taries which make up the total stream. 

Perhaps the main thread itself is the development of the wide and 
varied activities going on in the field of farm management for many 
years past. We have discussed these briefly—surveys; individual 
farm cost routes; farm records and accounts; farm budgeting; farm 
management associations, both private and public. 

Another tributary follows developments in farm credit. Credit 
practices have changed from credit being based wholly upon in- 
dividual integrity and ample collateral security, to credit being 
considered as a tool. Wise use of credit is another important factor 
in successful farming. To a very large degree, both cooperative and 
private farm-lending agencies now require, in connection with the 
application for loans, (1) inventories with their statements of net 
worth, and (2) farm plans which show how the credit is to be used 
and how it will increase production so as to pay for itself and be of 
service to the individual farmer and to society. We are told that 
loans which are now being made by the Production Credit Associa- 
tion for production purposes, average eight transactions before the 
loan is finally repaid. The Farm Credit Administration assists over 
200,000 farm families a year in estimating and budgeting their in- 
come and expenses, including the family living budget. This use 
of budgeting, and what is essentially individual farm planning in 
relation to the use of credit, is of itself of great importance. 

The Farmers Home Administration and its predecessor, the 
Farm Security Administration made basic use of this principle. 
For ten years this agency has developed an individual farm and 
home plan for use with each rehabilitation loan, and with each 
Bankhead-Jones tenant-purchaser farm agreement. The farm and 
home plan has been a fundamental part of this credit transaction. 
The Farmers Home Administration estimates that farm and home 
plans have been made for most of the 893,000 operating loans. In 
addition farm and home plans have been made for about 41,000 
tenants and croppers under the Bankhead-Jones Tenant Purchase 
Act. 

At the beginning of the administration of the AAA Act of 1933, 
and further developed through the Conservation and Domestic 
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Allotment Act of 1936, with its further amendments, a series of 
transactions was involved with the individual farm cooperator in 
the organization and management of his farm. In essence a farm 
plan is required in which balance is maintained between various soil 
conserving and crop adjusting elements which are injected into the 
plan for the coming year. For 13 years the majority of American 
farmers have participated in a particular form of individual plan- 
ning with reference to their farm and crop adjustment on their 
farms. The Triple-A reports 3 million farms participating in the 
agricultural conservation program. The basis of their sign-up is 
the conservation farming plan. 

Asa result of the widespread influence in soil and water conserva- 
tion, soil conservation districts have been organized in a large 
majority of counties in the United States. Soil and water conserva- 
tion, however, is an objective which is closely related to systems of 
farming. It was soon discovered that soil could not be conserved by 
one or two practices alone. It involved the whole system of farming 
and organization on a district and county-wide basis. It was but 
natural, then, that the Soil Conservation Service should develop 
individual farm plans for soil and water conservation. It is esti- 
mated that, since the work began, plans for soil and water conserva- 
tion by specialized technicians have been developed on 502,865 
farms. 

Important changes have been made whereby the income tax base 
has been materially lowered. Practically all commercial family 
farmers now have income taxes to pay. This requires records and 
accounts and a summarization of receipts and expenses, and 
financial operations of the farm for the current year. We are in- 
formed that 3,000,000 farmers now pay income taxes and many 
more are required to file returns. This is another step in the de- 
velopment that requires the farmer to look at his operations from an 
over-all point of view. 

Another very important tributary in the farm and home planning 
stream is the TVA. Since the inception of the TVA a program 
has been carried out through the Extension Service and the land- 
grant colleges, principally in the Tennessee Valley watershed, which 
dealt with soil and water conservation adjustments, land use and 
the use of phosphates and nitrogenous fertilizers in relation to both 
soil and water conservation and farm income. A policy has been 
adopted whereby assistant county agents were made available with 
TVA funds. These assistant county agents work with individual 
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farmers in the problems of farm adjustment and reorganization. 
Most of the farm plans were to be developed over a five-year pe- 
riod and become demonstrations. Today the total number of 
Extension-TVA unit demonstration farms plus the area demon- 
stration farms amounts to 38,890. The total acreage in demonstra- 
tion farms amounts to 5,299,544. Many of the demonstrations have 
been in existence 10 years; they have been very successful and are 
exerting a wide influence on neighboring farms. 

Time does not permit my discussing the splendid work which is 
being done by private farm management services, who render such 
services on a fee basis to farmers and land owners. 

A very important service in individual farm planning grows out 
of the farm management associations in those States which are 
experimenting and developing with associations as a part of the 
research or extension program. Records in the extension office 
indicate 23 associations with 3,733 members in the six States of 
Illinois, Iowa, Minnesota, Kansas, Missouri, and Wisconsin. 

Another type along the same lines has been called extension farm 
unit demonstration. This work is progressing in good shape, partic- 
ularly in many of the Southern States. 

Summarizing the results of all of these approaches, the Coopera- 
tive Extension Service in 1945 reported that 168,293 farmers were 
assisted in developing farm plans and 52,092 farm families were 
assisted in developing farm and home plans. 

“In 1940-41 the State AAA Committee in Alabama together 
with other action and service agencies and the Extension Service in 
Alabama, started an experiment dealing with what they called the 
Alabama plan. The objective was a single farm plan—a master 
plan developed by farm families. All agencies, both State and local, 
were encouraged to assist with these plans and to use them as a 
basis for their operations. Similar attempts in this direction were 
being made in a few of the experimental counties developed out 
of the land-use planning activities based on the Mount Weather 
Agreement. The emergencies involved in the national defense and 
the wartime programs caused these experimental attempts to be 
temporarily set aside.” . 

Several States have continued farm and home planning as- 
sistance during the war period. Missouri, for example, is one of 
these States. One of the significant developments in Missouri has 
been the development of what they call a method of administrative 
procedure whereby the various subject-matter specialists, the ex- 
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tension farm management people, and the county extension people 
are all organized into a coordinated unit to assist individual farm 
families in the development of their own plan for their farm and 
home. 

Developments in the field of home management and home 
economics have to quite a degree paralleled the developments on 
the operational side of farming. As farm income becomes more 
stable and increases, the standard of living rises. Higher standards 
of living mean improvements in the home and around the farm- 
stead. They mean labor-saving conveniences in the home; running 
water; rural electrification; planning and budgeting living expenses 
within the range of income, and allowing for the proper education 
of the children. Planning use of income to bring about higher 
standards of living in terms of goals and desirable aims in life is 
of equal importance to the planning of the farm operation as such. 
Home management people speak of a work block, as well as an 
income block, in retarding the growth and development of the 
family. Many home makers, because of lack of home conveniences 
and home planning, are blocked in their development by over- 
work and fatigue as well as by lack of income. 

This work block, as a whole, causes all of us in Extension to look 
to and check the adoption of approved practices by individual 
farmers and their families. Approved practices as developed by 
scientific research are changing all the time. We can’t spend 
$50,000,0000 in agricultural research without having great changes 
in agriculture as far as farm home practices are concerned. 

The personality of farmers and their families in relation to 
changing habits and modes of doing things varies tremendously, 
There is a lag between the practices recommended by science in the 
research laboratory and the practices used by farmers as a matter 
of habit on their farms. A good example of this is set forth in As- 
sistant Director Crosby’s paper referred to earlier. After 20 years 
of intensive extension activity, only 4 of the 46 farmers in the 
Carroll County, Mo., Farm Management Association, were prac- 
ticing all of the steps required in the control of intestinal parasites 
in hogs. Another example is the following: 

The representative of the Cooperative Milk Producers’ As- 
sociation in one of the important eastern milksheds told us that he 
thought 75 percent of the dairy farms in his milkshed required 
important farm management and farm organization changes taking 
into account such matters as pasture management; forage crop 


174 M. L. Witson anv H. M. Drxon 


production; dairy cow sanitation; dairy cow disease control and 
quick milking methods to bring members of the cooperative up to 
an efficiency level whereby they could more satisfactorily compete 
with other areas. 

Extension administrators and extension farm economists are 
giving a great deal of thought to the problems that are presented by 
the growth of interest in individual farm and home planning among 
farm people. For instance, Director Crocheron, in California, has 
advocated for a long time that there be an assistant county agent 
in each county devoting his full time to economic and farm manage- 
ment matters. 

A conference of farm management research and extension people 
from the Midwest was held this fall at Madison, Wis. The con- 
ference considered among other things in the farm management 
field the problems of the development of an effective educational 
approach to individual farm and home planning. This conference 
was sponsored and supported by the Farm Foundation of Chicago 
of which former Director of Extension Frank Peck of Minnesota 
is the managing director. 


Summary 


In summary, we have pointed out the historical development 
of farm management and its relationship in carrying out the 
intents and purposes of cooperative extension work. We have out- 
lined various approaches being made to the broad field of individual 
farm and home planning. We have pointed to the increasing trend 
toward individual farm and home planning as a result of great ad- 
vances in farm technology and the growth and development of farm 
people themselves through education, and through making opera- 
tional changes adapted to changing conditions. This means an 
enlarged challenge and opportunity to both the research and educa- 
tional facilities of the land-grant colleges and the Department of 
Agriculture. Ways should be developed whereby farm people can be 
given the information and assistance they need in doing a better job 
of developing and carrying out their farm and home plans. The 
concept of individual farm and home planning must always be one 
of the planning being done by farm people themselves. To this end 
the farm management profession can make a real contribution. The 
plans of work that are coming to us from State extension services 
indicate a deep and genuine appreciation of the problem on the 
part of the extension directors and the extension staffs. 


RESEARCH NEEDED IN ECONOMICS FOR 
FARM AND HOME PLANNING* 


GrorcEe W. Westcott 
Massachusetts State College 


I 


HE man whose principal source of income is obtained through 

the operation of a farm is engaged in a business which repre- 
sents one of the most complicated types of productive enterprise 
involving all of the principles of production organization. Farm 
planning may be considered as the continuous process of organizing 
reorganizing and managing the farm from day to day, week to 
week, month to month, year to year and even from one decade to 
another in order to adjust to and meet the changing conditions of a 
dynamic world. There is always a conflict between the individual 
business or firm, which, in the short run, tends to remain relatively 
static and inflexible, and the shifting economic environment of the 
outside world. The farmer through management or planning is 
continuously at work reconciling these conflicts. It may be said that 
the marginal farmer is one who does not make a change until he is 
forced to do so. Progress comes about through innovation; and 
innovation originates through management and emerges as a part 
of the farm plan. Every farmer does more or less planning. It cannot 
be avoided. Decisions must be made. The planning process may be 
very informal and oftentimes, no doubt, involves little or no ra- 
tionalization. 

The rationale of formalized farm planning such as we have in 
mind must be based on the entire field of subjective and objective 
knowledge which pertains to the art or the science of farming. That 
is a very broad field we will all agree. And then if we broaden the 
farm planning process to include home planning, we must expand 
the field to include practically the whole universe of knowledge 
since we are not only confronted with applying knowledge to the 
task of making a living but also to the mundane affairs associated 
with living itself. 

It may be contended that farm planning and home planning are 
logically two separate functions with different objectives; that the 
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objective of farm planning is to optimize the income of the farm and 
the objective of home planning is to optimize the living from a given 
income. While it is outside the scope of this paper to labor this 
point, let us accept the tenet, that the farm and family do exist and 
function together as a family unit as well as a business unit. To try 
to separate artificially something which is naturally integrated may 
lead to more unsound conclusions than if we consider the farm 
family unit as a whole. 

That is not to say that the production and consumption functions 
should be confused. On the other hand, each does compete for the 
time of the various members of the family and each competes for 
the returns from the farm business, and because of these joint rela- 
tionships let us accept the desirability of the principle of joint 
planning of the farm and home. 

These statements lead to the following pertinent points concern- 
ing research needs for farm and home planning: 

1. Farm and home planning calls for more of practically all of 
the kinds of information which is being developed currently through 
research in the fields of consumption economics and agricultural 
economics. 

2. Many of the conclusions reached as a result of research have 
not been presented in a form which can be utilized by the farmer or 
the homemaker. Research work should be oriented to develop 
organized information which will be helpful in reaching decisions as 
to what kind, how much, which methods, and when. 

3. The answers to a large segment of farm and home manage- 
ment questions are basically dependent upon physica! relations 
between inputs and outputs. Finally, however, these physical 
relations must be interpreted in terms of their social and economic 
implications. This calls for greater cooperation between the natural 
scientists, engineers, and social scientists in organizing our programs 
of research in such a manner that when the physical results are 
interpreted economically they will present complete ranges and 
arrays from which the farmer or homemaker can develop plans to 
fit his own resources. 

4, Finally there is need for research on planning techniques per 
se. Such agencies as the Soil Conservation Service, the Farmer’s 
Home Administration, the Tennessee Valley Authority, and the 
Extension Service have made advancements in the techniques of 
farm and home planning. But if some type of formalized planning 
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is to become widespread in its use, there will have to be greater 
refinements and improvements in the generally accepted budgetary 
approach. 

II 


Farm and home planning calls for decisions which must be based 
not only upon the physical results due to the application of one 
productive agent to another or balancing the physical qualities of 
one consumption factor against another, but upon the trends in the 
external social and economic environmental factors. For example, 
future plans must be tempered by probable trends in tax rates and 
policies, transportation rates, wage rates, interest rates, and of 
course, the prices of alternative outputs and inputs. 

Every farmer should be carefully and continuously advised con- 
cerning the developments in his competing areas. He should be 
familiar with the competitive products and where they are coming 
from and the markets they are moving to. He should be familiar 
with the producers’ prices and market prices in his and the other 
areas. He should be familiar with the developments in marketing 
methods that are taking place in each area; the developments in 
transportation methods and costs; and the developments in pro- 
duction methods in competing areas and their effect upon competi- 
tion. He should be familiar with the trends in demand for farm 
products, and the effect of price and consumer income on demand 
He should be familiar with consumer preferences with respect to 
varieties, quality, and packaging. This field of economics will be 
readily recognized as farm outlook information which must be 
continually fortified with a strong research program which calls for 
the fullest cooperation between the State Experiment Stations, the 
United States Department of Agriculture and other research 
agencies in the field of agriculture. 

Every farm family should be carefully and continuously advised 
of the most advanced research on the economics of health main- 
tenance, its importance as expressed in increased productivity and 
the avoidance of costly illness in later years. Farm families should 
be familiar with the economics of education and its value as ex- 
pressed in increased productivity in the long run. They should be 
familiar with the economic and social aspects of saving and social 
security. They should be familiar with the economic and social 
values of the community approach to improved schools, recreation, 
transportation, public safety and the like. 
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And finally in the general field of agricultural economics and 
rural social research there is the problem of competition between 
the farm and home for the farm family’s time and the returns from 
the farm business. Too little attention has been given to this area in 
the past. Let us consider the problem of farm income. It may be 
used (1) to meet current farm expenditures; (2) it may be used to 
meet current living expenses; (3) it may be plowed back into the 
business in the form of increased inventories of materials, livestock, 
equipment, buildings or land; (4) it may be used to reduce farm 
indebtedness; (5) it may be used for durable goods for farm family 
living, such as housing, automobiles, or household equipment; (6) 
it may be “invested” in health, education, or recreation, or (7) 
it may go into non-farm savings and security plans. 

These choices pose problems which have received too little at- 
tention on the part of rural socio-economic workers. Farmers have 
always valued farm ownership so high as to constitute a high 
priority on income even at the expense of family health, housing, 
and education. Increasing efficiency by means of mechanization 
calls for more capital per worker. Excess farm population should 
move to the city as efficiency increases and less labor is needed on 
the farms. But this migration takes farm capital with it. Is it 


feasible to develop a broader farm credit policy which would recog- 
nize working capital in the form of livestock and machinery as 
security more than is the case today? If so, this would lessen the 
competition between farm and home for farm returns and make 
possible more rational planning on the part of the farm family 
especially in the earlier years of the family cycle when this com- 
petition is most severe. 


III 


The farmer has to make decisions continually concerning what 
and how much to produce, what farm practices to follow, i.e. rates 
of feeding, rates of seeding, rates of fertilization, what varieties to 
use, how often to spray, and so on. Such decisions have to be based 
on information which is basically dependent on the biological 
processes. The farmer also has to decide how he will carry on these 
productive processes. Will he use hand milking or machine milking? 
Will he pick corn by hand or machine? Will he use horsepower or 
machine power? Will he use a hayloader, or a hay baler?, or a field 
hay chopper? 
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The farmer makes these decisions by assuming future prices for 
the inputs and outputs and assuming physical rates of inputs and 
outputs and then (1) arriving at what he expects will be the margin, 
i.e. the point where additional marginal returns will just equal the 
additional marginal costs and (2) by comparing the costs and re- 
turns when alternative methods or outputs are being deter- 
mined. 

Likewise the home manager needs comparative data on the per- 
formance of foods, textiles, household supplies, and equipment in 
order that she may determine more wisely her expenditures accord- 
ing to the equimarginal principle. 

How adequate are our present data which can be used as a basis 
for farm and home management? Much work has been done in the - 
field of consumer economics but recent attempts to compile hand- 
books for home planning reveal that experimental data in usable 
form is too sketchy to meet this need. Several states, before the 
War issued excellent handbooks and instructions for farm plan- 
ning,’ but these leave much to be desired. Although hundreds of 
farm management studies have been made and published and vast 
experimental programs have been conducted in the physical and 
biological sciences, there are still many voids in the information 
which is available to the farmer and which can be applied by him 
in deciding the multitudinous questions ot management which he 
faces. 

Input data for use in organizing and operating a farm need to be 
assembled and put in readily available form for individual farmer 
usage. They need to be adjusted constantly for changes in technol- 
ogy. They need to be expressed in terms of other inputs such as per 
acre, per cow, and the like rather than on a per-unit-of-product 
(output) basis. Input data for such things as fertilizers and feeds 
need to be available in the form of curves showing the range of 
inputs with the accompanying range of outputs. In other words, 
they need to show how outputs vary with varying amounts of 
inputs. Farmers need information in this form if it is to be useful in 
answering their day-to-day questions. It is surprisingly difficult 

1C. O. May, Analyzing and Planning the Farm Business, Extension Service, 
Michigan State College. D. B. Ibach, Re-planning Missouri Farms, Missouri Circu- 
lar 375, 1938. P. A. Eke, Planning the Farm Business for the Year Ahead, Idaho 
Bull. 188, 1941. Division of Farm Management, Taking Inventory and Planning the 
Farm Business for Next Year, Indiana Bull. 229, 1940. H. C. Holmes, Planning the 


Farm Layout and Cropping System, Tennessee Publication 245, 1940. S. B. Cleland 
and W. A. Peters, Farm Planning, Minnesota Pamphlets 43-50, 1940. 
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to assemble such information in adequate form from the results of 
past experimental work or from the past farm management studies 
of actual farms. Furthermore, physical efficiency and capacity 
should be determined and redetermined continuously to show 
changing behavior under new and changing production techniques. 
At the suggestion of Dr. J. D. Black, Dr. Frank Parker of the 
Bureau of Plant Industry, Soils, and Agricultural Engineering, 
made a Nation-wide canvass of the literature in 1945 to obtain ex- 
perimental data by which input-output curves could be constructed 
for the use of fertilizer. From all of the available data he was able 
to find only 8 or 10 studies which were conducted in such a manner 
that curves could be constructed from them, even over short 
ranges. One of the outstanding studies of this group presented 
data from which a curve could be constructed over a short range 
for the fertilization of potatoes in Aroostook County, Maine.? How- 
ever, this was applicable for only one fertilizer formula, on one soil 
type with one variety, under one set of moisture conditions and one 
type of management. These results are already out of date for they 
are no longer using the fertilizer formula observed at that time 
and furthermore, the use of DDT which became widespread in 
usage in 1946 would render obsolete all previous experimental 
evidence for it promises to change the efficiency and capacity of the 
potato plant markedly. This vividly demonstrates the need for 
constant investigation on the principal varieties with the important 
fertilizers on the major soil types as a minimum program of experi- 
mentation properly organized so that several input-output relation- 
ships can be determined instead of the usual single relationship. 
There is a similar lack of information in the field of livestock feed- 
ing. The Jensen-Woodward project was an excellent beginning in 
the field of dairy feeding but work of this type should be continued 
in order to observe the effect of changing techniques and cover a 
wider variety of differences such as quality of cows, roughage feeds, 
various types of pasture management and time of freshening. 
In the field of poultry management there have been no feeding 
trials such as the Jensen-Woodward trials for dairy feeding. 
Survey studies of labor and equipment performance should be 
summarized as arrays rather than as averages. The individual 
farmer will then be less inclined to accept the average results as 


? Joseph A. Chucka, Arthur Hawkins, and Bailey E. Brown, “Potato Fertiliza- 
tion—Rotation Studies on Aroostook Farm, 1927-1941,”’ Me. Bull. 414, 1943. 
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standards of performance. Arrays will arouse the farmer’s curiosity 
regarding performance on his own farm. He can soon find out his 
own position in the array, and this opens the way for self examina- 
tion of labor and equipment utilization as basis for improving 
efficiency. The array enables the farm and home planner to adjust 
his individual plan in order to attain the combination of efficiencies 
and capacities of productive agents, which, when combined with the 
farmer’s own managerial efficiency and capacity, will give the 
greatest return. 

Regardless of whether arrays or averages are used, they should 
come from a group of farms which are similarly organized, even 
though the group be small. For example, average man-labor or 
horse-labor inputs for groups of farms, some of which have tractors 
and some not are of no use whatever in setting up farm plans. The 
same would be true for a group of farms some of which have hay 
loaders and some not. Data on average concentrate and silage fed 
to milk cows in a group of herds consuming concentrates, silage and 
alfalfa of varying quality are of little value. 

There is great need for more case studies of existing examples of 
efficient farm operations by the innovators. Labor simplification 
and management studies are yielding information which will enable 
farm planning to be much more effective. This type of research 
should command high priority in Experiment Station budgets. 


IV 


The resistance to formalized farm and home planning may be 
attributed to many factors among which are the lack of farm pro- 
duction performance information, the lack of stability in farm 
production, and the lack of stability in farm prices. The latter two 
factors underlie the lack of stability in farm incomes which tends to 
create an attitude of futility with respect to formalized planning. 
The farm homemaker reasons that the family on a stable salaried 
income can plan much more systematically. Little does the farmer 
and his family realize, however, that they cannot avoid planning 
even though it be very informal and short-run. 

There is considerable justification for concluding that the rapid 
improvement in farm technology is tending to stabilize farm pro- 
duction by eliminating the hazards of disease and weather. For 
example, farm mechanization makes it possible to plant the crops 
quickly during the “breaks” in spite of a “backward” spring. Im- 
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proved overhead irrigation tends to eliminate the drought hazard 
for many of the more intensive crops. Drought resistant strains 
tend to eliminate the hazards of insufficient moisture. Disease 
hazards promise to be more effectively controlled through improved 
techniques and the development of disease resistant strains even 
though new diseases occasionally appear to try the scientists’ wits. 
A more stable production would tend to make farm prices more 
stable; however, the stabilization of farm income is a wide-open 
field challenging present-day research economists. 

On the other hand it may be contended that the ever-increasing 
tempo of the development of new farm techniques will tend to make 
farm income less stable. New types of crops or new production 
techniques will change competitive relationships over night thus 
forcing farmers to “retool’’ in order to reduce costs or change their 
lines of production. This is a very real problem which should be con- 
sidered by the farm credit research worker, in connection with the 
present-day problem of more adequate credit for farm production 
facilities. It also presents another problem to the researcher who 
is. working on policies to stabilize farm income. For example, can 
and should public funds be used to enhance adjustments which are 
deterred by investment in obsolete equipment? 

Progress in the field of farm technology tends to enhance the ac- 
ceptance of formalized planning as a necessary farm management 
tool. In fact, technological improvement may force the successful 
farmer to use planning as another means of scientifically controlling 
his business as it is realized that profits more and more depend upon 
an accumulation of very small adjustments more readily discernible 
by modern methods. In other words, many of the newer techniques 
tend to make it possible to determine the margins more precisely. 

Formalized farm planning must be more widely practiced if the 
farmer and his family are to realize fully the advantages being made 
available to him by the modern scientist. The economic research 
worker must aid by cooperating with the natural scientist and the 
engineer in planning and marshalling performance data con- 
tinuously into usable form for the farmer. And he must cooperate 
with those agencies who are working with farmers on the farms, in 
improving our budgetary techniques to the point where they will be 
generally accepted as an integral tool in the farm management kit. 
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N THE ordinary successful farm in America nearly every 

practice has been changed several times in the past 50 years 

as a direct result of the application of science. In previous centuries 

the arts of agriculture had developed slowly through trial-and-error; 

but with the growth of modern science efficiency of farm produc- 

tion has been increasing at an accelerated rate. The tempo of change, 
the acceleration, is still increasing. 

Even so, the lag in time between the development of new knowl- 
edge and new techniques through research and their use by farmers 
generally is far too great. On thousands of tarms in the United 
States the process is pitifully slow. This is especially true of those 
practices that require substantial changes in the whole farming 
system if their benefits are to be realized. The use of hybrid seed 
corn spread rapidly because little change was required in the farm- 
ing system. Other equally significant advances, like new methods of 
pasture management and new legume crops, have come very slowly 
into use, because many farmers cannot see how they can be fitted 
into their farming systems. 

Thus science can have the effect of widening the gap between the 
“old-style” farmer and the progressive manager who uses the latest 
techniques developed through scientific research. We are all familiar 
with what has happened in dairying, for example: Those farmers 
who have worked into their systems the latest methods of feed 
production, of animal breeding, of animal feeding, and of disease 
control have enormously increased their efficiency in recent years. 
Many others are little more efficient in milk production than their 
grandfathers were. An even greater gap may be found among cot- 
ton farms. Yet it is most often on these less efficient farms that we 
find the serious problems of soil depletion, rural health, and nutri- 
tion. 

While recognizing that perhaps this lag could be overcome by 
some drastic change in our pattern of farming, I’ve chosen to as- 
sume that we generally favor family farms of moderate size; that 
management decisions will be made by individual farm families; 


* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 27, 1946. 
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and that we are primarily concerned with helping these families get 
the information required for their decisions. 

The central problem concerning us here is the matter of making 
decisions within the farm unit. At the moment, I shall consider 
those made within farm boundaries and not discuss the great num- 
ber of important social and economic factors outside of farm 
boundaries that influence them. Decisions in the farm business need 
to be guided by principles arising from research in both the natural 
and social sciences. A knowledge of yield potentialities is not 
enough, of course, to arrive at a decision with respect to the man- 
agement of a particular area of soil—some actual field. Costs, 
prices, labor requirements, and the like must be considered. The 
decision will also be influenced by the relation of this one field to 
other enterprises on the farm. 

Agricultural scientists have always felt a heavy responsibility to 
furnish farmers with the relevant facts about farming, as the 
thousands of excellent bulletins published by our Land-Grant 
Colleges and the Department bear testimony. But we have not 
generally appreciated the importance of having our recommenda- 
tions set within a clear framework, easily understood by the farmer. 
To make use of the individual techniques recommended, many 
undefined and unexplained shifts in the farm business are assumed. 
We have been criticized that our research and extension programs 
are directed primarily toward the more successful farmers. I believe 
this to be untrue. I know of no evidence that responsible agricul- 
tural scientists direct their research toward any special class of 
farmers. But I do believe that this is true: The successful farmers— 
the ones who are good managers—have been the ones who could 
make most use of our data, ideas, and recommendations in the way 
we have presented them. If we are going to reach the thousands of 
small farmers, we shall need to present our material differently. We 
shall need to present it in ways that they can understand it and use 
it. Now we could go too far in this direction. It is the job of agri- 
cultural scientists to give farmers information in ways they can 
understand it and to help them use science in ways that will in- 
crease their confidence in their own ability. It is not one of doing the 
job of farming for the farmer. If he is to be a free and responsible 
citizen, he must make his own decisions. Our job is to help him 
prepare for those decisions, and definitely not one of making them 
for him or of reducing his responsibility. 
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As the problems of agriculture have become broader in scope and 
as science has become increasingly specialized, the problem of in- 
tegration in terms of farming systems has become more acute. At 
the same time, farming itself has become more specialized. We 
have more kinds of farms now than we had in former years. That is, 
there are more optimum combinations of production factors to be 
dealt with. 

The-analysis of farming systems and their definition has been 
traditionally an important aspect of agricultural economics. Some- 
times it has been done cooperatively with the natural scientists and 
sometimes not. Many in the natural sciences have deplored the 
tendency of farm economists to base their studies on historical 
trends rather than upon potentialities. We often think that agri- 
cultural economists do too much “averaging.” (It is not the average 
of many wild shots but a well-directed shot that sinks the battle- 
ship.) But then, the agricultural economist tells us in the natural 
sciences that we don’t organize our data in ways that he can make 
use of them in farm budget analyses. Now certainly we shouldn’t 
waste much time or effort in pointing out one another’s faults. We 
must find some method for constructive synthesis of the most recent 
developments in agricultural science in terms of alternative farming 
systems. This is a problem for natural scientists and experts in 
production economics to do jointly. Neither can possibly do it alone. 
Certainly it goes far beyond agricultural arithmetic. 

I should like to outline briefly the general course of scientific 
research as applied to farm and home planning. I think of it most 
conveniently in about five rather definite steps. The effectiveness of 
any one of these steps depends upon efficiency in the other four. If 
any one is seriously neglected or urinecessarily over-emphasized, 
there is bound to be waste. Even under the best organization, 
research takes time. Some lag is inevitable. We should seek to 
reduce it only to the point consistent with proper scientific methods 
and sound judgment—not beyond that to careless superficiality. 

1. The first step is, of course, research in the basic sciences. This 
sort of research goes forward in a great many of our universities and 
other research institutions. The workers are concerned with the 
fundamental laws in chemistry, physics, biology, economics, and so 
on. Although perhaps not unmindful of practical uses and implica- 
tion of their results, their attention is and should be primarily de- 
voted to the discovery, clarification, and perfection of fundamental 


186 CHARLES E. KELLOGG 


scientific laws and principles basic to all invention and application. 
Since it is not always easy for the layman to appreciate the impor- 
tance of this activity, it has frequently suffered. Whenever funda- 
mental research declines because of a lack of freedom or a lack of 
financial support, invention and applied research are not able to go 
far. 

2. The next category of research is that in the applied sciences. 
Now, of course, most of our sciences have both fundamental and 
applied aspects. This is true in chemistry, economics, soil science, 
and most others. And, of course, the applied phase cannot exist 
apart from the more fundamental one. One could not have agri- 
cultural economics without economics, for example. In this category 
of research, we assume for the moment that the fundamental - 
principles are catholic. We are concerned rather with specific 
elaborations of these principles and their application, in the agri- 
cultural field, to practical problems of agriculture—to the breeding 
of disease-resistent plants, to supplementing soils with the proper 
fertilizers, to finding ways to control insects, et cetera. This research 
is not of a lower category; it is simply of a different category. I 
should like to stress here, parenthetically, that it is not the field of 
work that makes a scientist—not whether it is in the social sciences 
or in the natural sciences, in “‘pure”’ science or in applied science— 
it is whether or not he uses the scientific method competently and 
honestly. 

It is this category of research with which we are most familiar 
and about which most of our bulletins are written. We have dis- 
covered new principles and methods in the laboratory, in the 
greenhouse, on the experimental plots, on the experimental farms, 
and through scientific correlation of field observations. The product 
is necessarily segmented; it is a product of many specialists. Rarely 
are the results expressed in terms of farming systems. 

3. For want of a better name, I shall call the next category, re- 
search at the level of the farm unit—research that is conducted on 
pilot research farms. This category has been sadly neglected. In 
fact, it has been left largely to chance. Important discoveries and 
methods often sit on the shelves for years until some enterprising 
farmer with the ability and with the capital tries them out on a 
going farm; in other words, until some enterprising farmer does the 
necessary research at the level of the farm unit to see how these 
practices can be worked successfully into a system. This usually 
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means some remodeling, some reshaping. Then too, the final result 
on one farm is often specific for the soil conditions on that farm and 
only applicable to like farms. 

A few such farms have been established in the United States but 
not nearly enough. Such research at the level of the farm unit needs 
to be conducted by teams of workers representing each of the 
relevant fields of the natural and social sciences. Both natural 
science and production economics are essentially involved. This 
research should be conducted on normal going farms directed by 
tenants or owner-operators under special agreements. The present 
manager might direct the operations as planned and laid out by the 
scientists. He would be guaranteed an income at least as great as 
that he would receive under his own plan. Additional equipment 
and materials would be provided out of research funds. Some of the 
things tried on these farms would fail. We would find that even 
though they looked promising on the experimental plot or in the 
experimental barn, they weren’t successful on an operating farm. 
Most of them would require modification within themselves and 
suggest considerable modification of other practices related to 
them. Such farms should be selected to represent the principal 
combinations of soil conditions, types of farming, and size of the 
farms. Unless the definite relation of these farms to others is estab- 
lished by scientific correlation, the results cannot be quickly used or 
applied generally.! The records of the farm should be subject to 
exhaustive analysis by the research workers. 

4. The fourth step in the chain I shall call demonstration at the 
level of the farm unit, on unit demonstration farms. We need many 
such farms—enough so that every farmer can easily drive to one of 
them that is a farm unit about like his, and run by a man about like 
himself. In addition to being selected to represent the principal 
combinations of soils, types of farming, and sizes of farms, they 
should also represent the different kinds of farmers—tenant and 
owners. 

Probably the establishment of such farms is a kind of extension 
function, or educational function. Whether or not, research scien- 
tists must take an active part in their establishment and in the 
analysis of the results. Again all the relevant agricultural sciences 
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are involved, as they apply to the whole farm unit. Whereas on the 
pilot research farms decisions would be made by the group of ex- 
perts, on these farms the decisions should be made by the operators. 
Special guidance should be given farmers who volunteer to co- 
operate in the development of new, alternative, or improved 
systems of farming that would lead to more balanced income for 
the farm and to improved productivity and efficiency. Farmers 
unable or unwilling to follow good husbandry should not be 
selected, or if selected, should be dropped. Records on these farms 
should be subject to careful analysis by the research and extension 
workers. The farm and its records should also be available to other 
farmers having like problems. Now the small farmer with limited 
funds and skill can understand the new methods when he sees them 
in this kind of a framework—on soils like his with capital and skill 
like his—even when he couldn’t possibly do so by simply reading a 
bulletin. And the demonstration farmer, his neighbors, and the 
scientists learn as the farming system develops. 

Considerable experience has been had with this type of farm, 
especially in the Tennessee Valley Area, and also in many other 
places. To me, the results have been exceedingly gratifying. It is 
not simply because these farmers have introduced new practices 
rapidly and successfully, but because they have learned how to use 
technology resulting from science in making their decisions. That 
is the important thing. It is far more important that farm families 
develop confidence in their own ability to use science and technol- 
ogy with understanding than to have dramatic before-and- 
after pictures of immediate results. Although results with unit- 
demonstration farms have been very good, considering cost, physi- 
cal results, and the increased self-reliance and ability of farm 
families, the link between whole farm units and segmented, 
specialized research is still weak. Pilot research farms are badly 
needed. 

5. The final step, of course, is the application of science on all 
farms. For this we need the first four steps. We must go beyond 
bulletins and segmented demonstrations. With adequate demon- 
stration farms, necessary incentives and credit facilities can be 
made effective. If we are to have a balanced agriculture primarily 
operated by farm families, these farm families must learn to use 
modern science. Otherwise, those who don’t will drop out in the 
competition. They will become a kind of agricultural proletariat, 
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working at tasks set by someone else, possibly by bureaucrats work- 
ing for managers of large farms or plantations, possibly by bureau- 
crats working for the government. Whether or not this is desirable 
is not a scientific question. That shall need to be debated in other 
terms. I have assumed that we in the United States still believe in 
the general proposition that it is good to have efficient, responsible 
farm families operating land units of moderate size. I have tried to 
outline a way in which modern science might effectively serve that 
kind of rural pattern. 


DISCUSSION 


(Discussion led by Guy Mriuer and L. G. ALLBAUGH and summarized 
by Lronarp F. 


Developing more efficient methods of carrying on farm and home plan- 
ning appears to be one of the major problems facing the Extension Service 
if it is to make substantial progress in the use of this educational tool or 
technique. Many of the planning procedures now being used either cover 
only certain aspects of the complete planning process or are too detailed 
and involved to gain wide acceptance by farm people. Devising teaching 
methods for doing at least a considerable part of the planning in small 
groups seems essential. 

Miller of Ohio reported briefly on their experience with farm and home 
planning in groups. Farm unit schools, where the various Extension spe- 
cialists pooled their efforts largely for the benefit of deferred farm workers, 
provided valuable experience in the group approach for considering the 
farm as a unit in Extension education. More recently farm and home 
planning schools were initiated for the benefit of young married couples. - 
These schools consist of a series of 5 or 6 two-hour sessions in which the 
agricultural and economic trends in the area are first considered as back- 
ground for developing individual farm and home plans. This is followed by 
a discussion of the investment needs for the farm and home which in turn 
is related to the income expectations from the business along with the 
steps to be taken to increase the prospective income. The final result is not 
usually the development of detailed individual farm plans but rather that 
the farmer and his wife do go through the fundamental steps of thinking 
through the basic problems on their farm and what might be done about 
them. 

Experience to date.in group planning indicates that perhaps the first 
requirement for success is a homogeneous group with respect to such factors 
as age of operator, size and type of farm, and quality of available resources. 
The group should be small for the best results, particularly if an effort is 
made to get the plan on paper. The technique of formally enrolling inter- 
ested farmers in the school appears helpful. Also it seems essential to work 
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a certain amount of the usual type of Extension instruction into the plan- 
ning sessions. 

From an Extension standpoint the need for reorientation in administra- 
tive thinking and procedure was considered important because farm and 
home planning is not just another Extension project. The problems inher- 
ent in making “generalists” out of specialists for the purpose of viewing 
the farm as a unit without destroying their value as specialists was also 
recognized. One suggested solution was an organization of the work in 
such a way that the “generalists” would work directly with the farmers on 
farm planning and would call upon “specialist” assistance as needed in 
different fields. This would not lessen the contribution of the specialist, 
but his program of work would be fitted into the framework of considering 
the farm as a unit. 

‘The necessity of experimenting on a small scale with different pro- 
cedures and objectively analyzing and appraising the results of different 
approaches to farm and home planning was stressed. This would prevent 
wasted effort in the trial and error stage of development. 

Variations in the capacities and motivations of individual farm families 
was recognized as being an important factor in planning and it was sug- 
gested that research and extension could well afford to give more thought 
to how these human characteristics might be improved rather than as- 
suming that they are fixed and unalterable. The question was raised as to 
whether it would be possible with good farm planning assistance for a “C” 
grade farmer to accomplish a “B” grade job of management. 

The need for “walking the farm” with the farmer and for obtaining 
something on the history of the farm as a basis for helping the farmer 
think through his planning problem indicates some of the limitations to con- 
ducting farm and home planning on strictly a group basis. 

Finally it was recognized that even though many of the typical extension 
projects could be more effectively carried out in a farm and home planning 
framework, this approach would not ordinarily include many important 
aspects of a broad educational program which must extend to problems 
beyond the farm line fence. The significance of broad economic trends, 
problems and policies should not be overlooked in conducting a farm and 
home planning program. 

Discussion of the research aspects of farm and home planning reempha- 
sized the point that much of our research, both physical and economic, does 
not cover a sufficiently wide range of possibilities to be of most service. 
There is too much concentration on the supposedly normal or typical situ- 
ation without exploring the potentialities in unusual management methods 
or combination of productive factors. The result has been that too often 
farm operators have been ahead of the research worker. In this connection, 
the suggestion was made for wider use of “roving” research workers, par- 
ticularly in such fields as agricultural engineering, to search out and ap- 
praise the possibilities in unusual equipment and practices developed by 
enterprising farmers. It was also suggested that instead of giving up on the 
families who were not “making the grade” in spite of a sound farm and 
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home planning program, they should be the subject of research aimed di- 
rectly at determining the reasons for their failure. 

The suggestion of using “pilot farms” as a means of developing and re- 
fining experimental results before release to farmers received considerable 
support. It was emphasized that these pilot farms would be comparable 
with pilot plants now employed by industrial scientists and would in no 
sense be “model” or “demonstration” farms. Some of the trials would fail 
for reasons which could only be determined by testing research results on a 
farm unit scale. If such a test is not made on a pilot plant basis farmers 
would have to assume the risk of testing the new methods or organization. 

The inclination of research workers to make their generalizations too 
broad merely because satisfactory results have been obtained on an actual 
farm was recognized as one of the dangers in the pilot farm technique. Pilot 
farms as well as demonstration farms must be selected carefully to repre- 
sent definite groups or types of farm situations and problems if they are to 
be useful. Finally, it was made clear that research needs to be directed 
toward appraising the cumulative effects on markets and relative prices 
of a large number of individual farmers adjusting their operations in the 
same general direction. 


SOME ECONOMIC AND SOCIAL IMPLICATIONS 
OF AGRICULTURAL ADJUSTMENTS 
IN THE SOUTH* 


Frank J. WELCH 
Mississippi State College 


MERICAN agriculture is now and will continue to be for the 

next few years in the process of transition from a war basis 

to a peace-time basis. Apart from post-war adjustments in agricul- 

ture, there are also significant changes now taking place and that 

will continue for a long time to come as a part of the evolution of our 
general agricultural and total economy. 

The prospects for significant adjustments in Southern agricul- 
ture are even greater than for the country as a whole. These adjust- 
ments will by and large grow out of the problems related to the 
shifting economic position of cotton, the major agricultural enter- 
prise of the region. That the American cotton industry is involved 
in an epochal world-wide process of economic evolution is generally 
conceded. Economic movements such as those which are now in 
progress with respect to cotton eventually will require great adjust- 
ments on the part of the older producing countries, such as the 
United States. 

Even though incomes and standards of living are perhaps lower 
for cotton producers than for any other major production group, an 
insistence on maintaining this inadequate standard of living may 
result in a level of production cost and prices that will place Ameri- 
can cotton at a distinct disadvantage in the market at home and 
abroad unless far greater productive efficiency can be attained. In 
most of the foreign producing countries, which are somewhat less 
advanced industrially and economically, the production of cotton 
at less than prevailing prices offers economic advantages not at- 
tainable from other alternative crops. If, therefore, the economic 
and social cost of maintaining the American cotton industry on a 
favorable competitive economic basis are unacceptable to producers 
in the United States and to the American people, then extensive 
adjustments in the agriculture of the South, in the distribution of 
its population, and in its industry will be inevitable. 


* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 28, 1946. 
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In addition to the challenge of foreign-grown cotton, synthetic 
and substitute products produced at home and abroad are becom- 
ing formidable competitors to cotton. Up until less than two dec- 
cades ago, the American cotton producer did not have to worry 
about domestic market outlets. Even the demand curve for cotton 
products was regarded as being relatively inelastic up to 6 or 7 
million bales of raw cotton. The very sharp increase in synthetic 
and substitute products and the prospects of still further increases 


give pointed emphasis to the importance of price even for the do- 
mestic market. 


The Need for Adjustments 


Low per capita productivity. One of the well-remembered state- 
ments of the late Wendell Willkie is that only the productive are 
strong and only the strong are free. The Cotton South has never 
been efficient in its productive methods as compared with most 
other major agricultural regions of the nation. The cotton economy 
was conceived in human slavery and it has lived in economic bond- 
age most if not all the days of its existence. It has been a bondsman 
to the shifting and uncertain markets round the world; to the va- 
garies of weather, disease, and insect pest; to an expensive and 
hazardous credit system; to a one-crop and tenure system that has 
tended to perpetuate inefficiencies pnd accelerate the destruction 
of the soil; and finally to a tariff System that has tended to take 
tribute from its meager returns for more than a century and a half. 

Up until very recent years, cotton has been produced by the 
same inefficient methods used for centuries. Most of the other ma- 
jor crops of the South require considerably more labor per unit of 
output than that required in other sections of the country, largely 
because the whole pattern of agricultural production has been de- 
termined or influenced by cotton production. 


Low Incomes 


Low per capita income. A concomitant of inefficient production 
is low income. There is no need to parade the usual array of 
statistics to show that the income and standard of living for the 
people in the cotton belt are far below that of other regions of the 
country and for the nation as a whole. For the region to become 
strong and free, it must increase its productive efficiency, which will 
improve the per capita income for the region. The shift from an in- 
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efficient to a relatively efficient level of production, however, will 
involve significant economic and social adjustments. 


Needed Adjustments and Their Implications 


Larger farm operating units needed. On the average, farm-operat- 
ing units in the South are too small for sound farm organization or 
the application of efficient practices. As an indication of the low 
man-land ratio, the average crop acreage in the 5 major corn-belt 
states per farm family of 4 persons was 58 acres in 1940 as com- 
pared with 22 acres for the eastern cotton-belt. , 

With a larger farm unit and with labor-saving practices and 
equipment, Southern farm operators could produce more of the 
highest profit crop or crops and at the same time develop soil con- 
servation and soil building practices and a better-balanced system 
of agriculture. 

Recent production adjustment studies indicates that a shift to 
economic size units in the 16 sub-regions covering the 11 cotton 
producing states would involve a reduction in the number of farm 
units of 40 percent as of 1943. Obviously the reduction in the num- 
ber of farms would not be uniform for all the 16 sub-areas studied. 
For the Clay Hills of Mississippi, for instance, the reduction would 
be as much as 63 percent compared with a small increase in the 
Texas High Plains. On the other hand there would be some com- 
pensatory additions to the number of part-time farm families 
and rural residents in such sub-areas as that of the Piedmont, 
Limestone Valley, and Flue-Cured Tobacco Areas. 

Needed population adjustments in an efficient agriculture. Low per 
capita incomes in the South result in large measure from low physi- 
cal productivity per person. In addition to inefficient practices, 
under-employment is a dominant characteristic on Southern cotton 
farms. That the development of an efficient agriculture would be 
accompanied by a reduction from 1943 of 31 percent in farm 
population in 16 subregions studied. Percentage reduction in 
farm population varies from 50 percent in the Mississippi Black 
Belt to 11 percent in the Limestone Valley Sub-region. The High 
Plains was the only sub-region where a reduction was not indi- 
cated. Here mechanization is already general throughout the 
area and it was thought that a return to normal size of family, 
compared with 1943, would more than offset a slight reduction in 
the number of families. 
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Population Shifts and Production Adjustments 


Need for shift in population away from farms. The economic and 
social implications of such a sharp reduction in the number of farm 
people are obvious. It indicates the very great desirability of de- 
veloping ways and means for facilitating the movement of farm 
people into other occupations. Such a major shift in population 
emphasizes the very great importance of developing all the natural 
resources of the South along with the development of an efficient 
agriculture. 

Unless alternative employment opportunities are made available 
either within the areas where the surplus population now exists or 
in other areas, all the problems of very low incomes and inadequate 
institutional services will be accentuated and the attainment of an 
efficient agriculture greatly retarded. 

The population adjustment problem growing out of an efficient 
agriculture will be greatly complicated by a very high birth rate. 
For instance, of the native-born population of the United States in 
1930, 28,666,000 were born in the 11 Southeast states,! of whom 
24,100,000 were born in rural areas. But only 17,500,000 were living 
in rural areas of the Southeast in 1930; 6,600,000 had moved, 
3,800,000 leaving the Southeast and 2,900,000 to Southern cities. 
Since 400,000 came into the region, the net loss by immigration was 
3,400,000. The rural Southeast, then exported 2,900,000 to cities 
in the region and 3,400,000 to other areas, while it continued to 
grow to such an extent as to create a serious problem to the attain- 
ment of an efficient agriculture. 

The farm population replacement rate as of 1930 for the South- 
eastern States was about three times that required for normal re- 
placements. The problem of population adjustment to facilitate the 
attainment of an efficient agriculture will be one of the most serious 
and most difficult of all the problems associated with the program 
of agricultural adjustments. ; 

Need for increased educational training opportunities. Population 
adjustments mean that alternative employment opportunities 
must be provided either within the area or without, or more 
logically in both. In order for these farm persons to be satisfactorily 
transplanted into other segments of the economy, they will need 


' Virginia, North Carolina, South Carolina, Georgia, Florida, Kentucky, Ten- 
nessee, Alabama, Mississippi, Arkansas, and Louisiana. 
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more educational training, both vocational and general, than many 
of them are now getting. 

Another compelling reason for more educational training is the 
necessity for better farm organization and farm management prac- 
tices in an efficient agriculture. Farm operators, in addition to being 
able to organize and plan, must be able to keep simple records and 
be able to read and follow instructions with reference to better 
farm method and improved practices. 

Since the agricultural adjustment problem in the cotton belt has 
national significance, federal aid for educational purposes is im- 
perative if the job is to be well done. 

Increased mechanization and improved practices needed. With 
larger farm operating units and with the pressure of farm popula- 
tion eased, it would be much easier to mechanize Southern agri- 
culture and through better farm organization and practices ma- 
terially increase per-capita and total production. As an indication 
of the need for an increase in mechanical equipment, the amount of 
machinery on Southern farms has just about doubled since 1850, 
whereas for the country as a whole, it has quadrupled. The intro- 
duction of the mechanical cotton picker and the flaming machine 
provides the most spectacular instances of a shift from hand meth- 
ods to machine operation, but a shift from half-row to one- or two- 
row operation is scarcely less significant in areas where the me- 
chanical picker and flaming machine cannot be used on a practical 
basis. Furthermore, mechanization is moving along many lines in 
addition to the production and harvesting of cotton. For instance, 
a recent headline in the Mississippi Experiment Station’s Farm Re- 
search carried the following headline: “Field harvester for silage 
cuts hand labor costs—enables 4 men to do the work of 12, field to 
silo at rate of 33 to 4 tons per hour.” 

In addition to increased mechanization, there are possibilities 
of further utilization of all resources and a better balance in the 
agricultural production pattern. Compared with 1943, it is esti- 
mated that the total physical production could be increased under 
an efficient agriculture by about 54 percent. About one-half of 
this increase in total productivity would result from an increase 
in crop yields and livestock production rates, and the rest from 
more efficient combinations of resources utilized in _better- 
adapted farming systems. With this increase in the volume of 
production and with a reduction in the number of farm workers, 
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the estimated per capita increase in production would be 23 times 
that in 1943. 


Problem Areas Outside of Agriculture 


Additional capital requirements. Combinations of productive 
agents in an efficient agriculture would require substantially larger 
proportions of capital than is found on most Southern farms at the 
present time. With low productivity and with low incomes, farmers’ 
accumulation of capital has been at a slow rate. So slow in fact that 
large amounts of capital, through credit channels, would be neces- 
sary if many of the opportunities for improving agriculture are to 
be realized. 

When real estate, livestock, and equipment now on hand are 
purchased in a community, it merely represents a transfer of capital 
from one party to another. The real additions to the income and 
wealth-producing capacity stem from capital used to build soils 
and buildings, to grow livestock, and to buy new machinery and 
equipment, thereby raising the level of productive efficiency at 
which farm resources can be utilized. As to specific area needs: It 
is estimated that a total investment, assuming 1943 prices, of $37 
to $48 per acre would be required—depending upon the farming 
system—to equip an efficient size, fully mechanized farm in the 
Mississippi Delta. On a cotton-dairy-poultry farm in the Southern 
Piedmont of North Carolina, the investment would be $35 per 
acre, or about the same as on a general farm in the Clay Hill Sec- 
tion of Mississippi. For the Texas Black Prairie Sub-region, it is 
estimated that 16,000 farmers would need about $13,000 each if 
minimum efficient family sized farms were developed. Seventy-two 
percent, or 210 million dollars, would be for land, buildings and 
fences, and the balance would be divided about evenly between 
livestock and equipment. Between one-half and three-fourths would 
be capital transfers, and the rest would be for the introduction of 
new capital equipment. 

The problem of finding an adequate amount of capital for effec- 
tive utilization in the reorganization and operatiqn of Southern 
farms is a vital factor in the attainment of an efficient agriculture. 
Many farmers will want to “grow into” rather than “buy into” the 
farming system best adapted to their production situation, which 
will make easier the financing of an efficient Southern agriculture. 

The need for a better balanced area economy. The South basically is 
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an agricultural section and, as such, is interested in any program 
which attempts to balance a traditionally low income agriculture 
with higher-income industry. The South is moving ahead in indus- 
trial development at a rate that is encouraging in certain areas, 
as would be expected, is sporadic and non uniformly dispersed. 
Most of the Southern States are keenly conscious of the need 
for more industries to better balance agriculture and many of 
them have organized programs pointed toward this end. 

In addition to the development of new basic industries, there are 
distinct opportunities to develop community service business es- 
tablishments which are now badly needed in many small towns and 
cities. Opportunities run to such small concerns as laundries, frozen 
food lockers, small slaughter and meat curing plants, dry cleaning 
establishments, greenhouses, milk pasteurization and ice cream 
plants, local farmers’ markets, and many other types of business 
service units depending on local situations. Certainly efforts to bal- 
ance industry with agriculture should include plans to balance com- 
munity service facilities with local needs. 


Attaining an Efficient Southern Agriculture 


The barriers to the attainment of an efficient agriculture are im- 


plicit in any careful consideration of where we now are as contrasted 
with where we shall have to be in order to be efficient. 

The present-day pattern of small ownership in most of the South- 
ern areas cannot be easily recast. Present and prospective popula- 
tion pressure will be difficult to ease, assuming a high level of national 
economic activity and regional industrial expansion. Educational 
and health deficiencies will tend to resist even well-organized at- 
tacks. Poorly adapted farming systems and low managerial per- 
formance can be expected to improve slowly. Lack of technical skill 
on the part of farm labor will require concerted attack for improve- 
ment, and it will be necessary to plan now an expanded production 
in accord with efficient and adequate market organization, meth- 
ods, and practices. The two will have to be developed concurrently 
which will require careful planning and skill. New credit policies 
will need to be formulated before a truly favorable environment 
for needed adjustments on individual farms can be attained. 

The pressing problem now and in the future will be to find and 
apply such methods as will enable production to be continued to 
the fullest practicable extent while facilitating the making of needed 
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social and economic adjustments, and minimizing the losses which 
will result to farm operators from changing types of farming and to 
farm workers from shifting employment. 

The solution of the agricultural adjustment problem in the South 
will require time and nation-wide adjustments both by farmers and 
by management and labor in other industries, but for the sake of 
our national welfare, the problem must be solved. 

Agricultural policies and programs for the future must be pointed 
toward sound adjustments and not palliatives designed to give 
temporary relief. The regional leaders themselves must assume the 
responsibility of sound regional planning consistent with national 
planning goals. A modern nation, it has been pointed out, cannot 
avoid balancing its total production-consumption budget. This can 
be done at a low level with a great deal of unemployment, ineffi- 
ciency, and suffering; or it can be done at a high level with full em- 
ployment, high efficiency, and a better life for all. Our major goal 
for the South is that of balancing our production-consumption 
budget at a high level through a more efficient utilization of our 
natural and human resources; the attainment of a higher level of 
living for the great mass of the South’s population which in turn 
will make for a stronger, more prosperous nation. 


REVIEW* 


Frank D. Bartow, Jr. 
Louisiana State University 


I find myself in hearty agreement with the general conclusions of Dr. 
Welch in his paper. Most agricultural economists would agree, I think, 
that the basic approach to the improvement of farm incomes in the South 
is through a more efficient organization and recombination of resources in 
the region. 

The long time dominance of cotton in southern farming systems suggests 
the nature of the problem that farmers are now faced with in the reorgani- 
zation and recombination of productive resources. Cotton, as you know, 
when grown by hand methods is a relatively intensive labor crop with ex- 
cessive labor peaks during cultivation and hoeing in May and June, and 
during the harvest season in September and October. When cotton was 
“King,” it was only natural that farms were organized around the produc- 


tion of cotton—either small family operated farms or plantations of mul- 
tiple family units. 


* A review presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 28, 1946. 
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The first real difficulties appeared when foreign markets were lost to 
American cotton growers. During the 30’s farm incomes received another 
shock with the declining domestic consumption of cotton due to depressed 
economic conditions at home. The over-all impact of these unfavorable fac- 
tors affecting the consumption of American cotton, coupled with the 
activities of the Agricultural Adjustment Administration resulted in a 
reduction in acreage from 42.6 million acres annually during the period 
1925-29 to 27.8 million acres annually during the period 1935-39 or a re- 
duction in acreage of 35 percent. By 1945 the acreage harvested had de- 
clined to less than 18 million acres or a reduction of nearly 59 percent 
from 1925-29. The acreage reduction, it is true, did not result in propor- 
tionate reductions in production. Production declined only 14 percent 
from 1925-29 to 1935-39 and 41 percent by 1945. 

During this decline in the relative importance of cotton in southern 
agriculture, two significant facts should be observed. First, the crop land 
released through reduction in cotton acreage was not used for intensive 
cash crop enterprises to any great extent, but for forage crops, cover crops, 
pastures and idle crop land. Secondly, the number of farms and the number 
of workers engaged in agriculture prior to the War did not decline in pro- 
portion to the shift from an intensive to an extensive agriculture. Conse- 
quently, there was widespread under-employment of human resources in 
southern agriculture. In other words under-employment is an old problem. 

As we appraise the years immediately ahead, we are confronted with far- 

reaching technological developments and improvements that will dwarf 
the under-employment of labor resources that resulted from the produc- 
tion adjustments in the past 15 years. In the production of cotton for ex- 
ample, approximately 113 man hours are required to produce an acre of 
cotton with yields of 311 pounds of lint under old style methods of pro- 
duction. The substitution of mechanical for animal power alone results in 
a reduction of 17 man hours an acre. Experimental evidence and practical 
experience indicates the feasibility of mechanizing the cotton harvest, and 
the mechanization of this operation results in a further reduction of 52 
man hours an acre. Flame cultivation is now practical when combined with 
small amounts of hand labor in hoeing and results in an additional reduc- 
tion of 13 hours of labor. At the present time, then, the full employment 
of new mechanical methods results in an over-all reduction in man labor 
requirements for cotton production from 113 to $1 hours or 82 hours an— 
acre. 
With these far-reaching implications in production methods alone, it is 
evident that tremendous population shifts will be necessary if human re- 
sources are to be efficiently employed—regardless of the future scale of 
cotton production. Even if cotton production were to increase above pres- 
ent levels, under-employment or inefficient utilization of labor would be 
inescapable unless large numbers of farm people were able to obtain em- 
ployment outside of agriculture. 

During the War non-agricultural employment opportunities were suf- 
ficient to drain much of the surplus farm population off southern farms. 
Adjustments in farming systems and the efficient utilization of resources 
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that were encouraged by wartime conditions have done much to crystallize 
the thinking of agricultural leaders and demonstrate to progressive farmers 
the underlying causes of low incomes in southern agriculture. As Dr. 
Welch has pointed out in his paper, the low productivity of labor which 
results in low total production per worker has been the basic cause of low 
incomes in the South. 

The first step in the achievement of an efficient agriculture hinges upon 
the recombination of human and physical resources as suggested by Dr. 
Welch. The magnitude of the needed adjustments deserves emphasis be- 
cause of their far-reaching implications upon the economic and social 
future of the South. In order to achieve efficient farming systems two out of 
every five units as of 1943 must be eliminated. This reduction in number 
of farms is necessary if the remaining farms are to be large enough to 
achieve economies in production. Now, what will this mean in terms of 
population shifts? In order to obtain efficient utilization of labor in an ef- 
ficiently organized agriculture, a reduction of 31 percent in farm population 
as of 1943 is needed. This means that about one out of every three agricul- 
tural workers must find employment elsewhere. 

It cannot be denied that the social consequences of shifting one-third 
of the farm population of the Cotton Belt to non-agricultural employment 
will be painful and a tremendous task. But it must be done for the sake of 
‘mproving the levels of living in the South and for the welfare of the Nation 
as a whole. 


REVIEW* 


E. L. LANGsrorp 
Bureau of Agricultural Economics 


Since I am in agreement with Dr. Welch’s paper my brief comments will 
be in the nature of an elaboration on some of the points which he made. 

The development of an efficient agriculture in the South involves im- 
provement along four major lines: (1) Enlargement of farms, (2) recom- 
bination of enterprises and of the factors of production, (3) better utiliza- 
tion of low grade resources and (4) more effective use and more widespread 
adoption of improved crop, livestock and woodland practices. Adjustments 
along these lines are not new. Some farmers have efficient operating units; 
are using improved production practices and are mechanizing their farming 
operations at a rapid rate. These adjustments likely will continue irre- 
spective of the kind of cotton policy in operation. They would, however, 
progress more rapidly under conditions of economic prosperity and with 
freedom from the rigidities of controls. 

A large portion of the farms in the South are too small to permit ef- 
ficient operation. With a small farm it is necessary for the operator to 
maximize the crop which returns the highest value per acre even though 
large amounts of hand labor are required. This often leads to under-utiliza- 
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tion of other resources. Mechanization is not practical on small farms as 
they are not conducive to the fullest use of some improved production 
practices. All of these tend to keep production and income per worker at 
low levels. 

Increasing the size of the farm leads to greater efficiency in three impor- 
tant ways. It makes practicable the use of motorized equipment; it affords 
the opportunity for a better combination of enterprises; and it makes pos- 
sible more effective use of family labor and management. With a larger 
farm unit and with labor saving practices, the operator can produce more 
of the high income crops and make better use of other resources because 
there is sufficient land for the efficient prosecution of other enterprises. 
All of this leads to higher output and larger income per worker. 

In areas, where low grade land represents a high percentage of the total 
farm land, it would be profitable to utilize these resources more fully for 
pastures and improved woodlands even though it meant reducing the 
acreage devoted to the high income crop. This suggests larger farms and a 
more extensive agriculture. In such areas cotton would be relegated to a 
minor place or even dropped from some farming systems. 

Where it is profiable to mechanize cotton production and harvesting, 
and where cotton has a relative income advantage over other enterprises, 
it can be maximized and other enterprises can be combined with it to 
balance the farming system. 

Dr. Welch has stressed the importance of increasing the land-capital- 
man ratio. He also mentioned the need for improved production practices. 
The latter may warrant more emphasis. The physical volume of production 
in the South would be increased materially with a more efficient agricul- 
ture. A significant portion of this increase would result from increased 
crop yields and production per animal which would result from improved 
production practices. 

Improved efficiency, in a literal sense, means getting more out of the 
resources that are used. Improvements in production practices and their 
widespread adoption would do much toward increasing incomes and con- 
serving resources. Experimental results indicate that their use could be 
pushed much farther from the standpoint of intensity of use as well as in 
their adoption by more farmers. 

By and large the use of improved agronomic practices on cotton and the 
major cash crops has progressed rather far. This is particularly true of 
practices which are easy to apply. For example, the application of fertilizer 
per acre of cotton has nearly doubled during the last 20 years. The greatest 
need is for improvement in forage and pasture crops. Much progress could 
be made by a wider adoption of the practices which have been proved 
profitable by the Experiment Stations and by leading farmers. However, 
additional research pertaining to the development of better forage and 
pasture crops, and for improved methods of production, is badly needed. 

The income producing capacity and conservation of the land resources 
for the future would both be enhanced with the widespread development of 
more efficient farming. This eventual attainment would alter the land use 
pattern substantially. Under conditions of prosperity and no Governmen- 
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tal production controls or price programs, the total acreage of cropland 
could be reduced. This change should be accompanied by an increase of 
about the same amount in permanent pasture and woodland, with the 
major portion going to pasture. Despite the decrease in total cropland 
there could be a slight increase in land used for crops and rotation pasture 
by reducing the amount of cropland now lying idle. 

For the most part the land used for crops should be more extensively 
farmed. The total acreage of intertilled crops could be reduced with a 
compensating expansion of about the same magnitude for close-growing 
crops, principally small grains. Sod crops including hay and rotation pas- 
ture would be increased. 

In keeping with the shifts in land use larger numbers of productive live- 
stock would form an important part of the pattern of an efficient agricul- 
ture. Largest percentage increases would occur in beef and dairy cattle. A 
considerable reduction in work stock numbers will result from increased 
use of tractors. 

By the use of improved production practices yields could be increased 
some for cotton and materially for feed crops. Production per animal could 
be increased. Capital requirements and cash outlays would increase ma- 
terially in an efficient Southern agriculture. 

More people, now on farms, would be available for employment in non- 
agricultural occupations. Considerably fewer people than are now on farms 
could man an efficient agriculture in the South. If there is not a substantial 
reduction, some will be underemployed and human resources will be 
poorly utilized. This emphasizes the importance of developing non-farm 
employment opportunities and the need for keeping the employment 


avenues open to Southern farm people who would prefer non-farm employ- 
ment. 


REVIEW* 


Maurice R. Cooper 
Bureau of Agricultural Economics 


Mr. Chairman, Gentlemen. Although I did not come to Philadelphia ex- 
pecting to appear on this program, it is a pleasure to do so, even though I 
am sorry that Dr. Stine could not be here himself. 

In general, I agree with the others on the panel, that Dr. Welch has 
done a good job in presenting some of the findings of the various State 
committees and the regional committee who have worked so diligently in 
preparing the report on “Production Adjustments to Improve Farming 
Opportunities in the South.” In view of the extended comments by the 
other members of the panel, relating specifically to Frank’s paper and to 
other aspects of the above mentioned report, it seems to me, Mr. Chair- 
man, that the greatest contribution I can make to this meeting is to indi- 


* A review presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 28, 1946. 
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cate, a little more than has already been done, the relation of this report 
to the other reports which have been prepared in connection with the 
“Study of the Agricultural and Economic Problems of the Cotton Belt.” 
A good many of those present are familiar with this study, but others are 
not. It was originally outlined at a conference held at Memphis, Tennessee 
in May 1945, called at the request of the Agricultural Sub-committee on a 
Postwar Cotton Program of the U. S. House of Representatives, which is 
under the chairmanship of the Honorable Stephen Pace of Georgia. Those 
in attendance include approximately 45 men who represented either 
agencies or institutions which were developing research programs on the 
agricultural and economic problems of the Cotton Belt, or agencies which 
wanted to obtain the results of such programs. 
At that meeting, 13 problem fields or projects were outlined, including 
4 relating to industrialization of the South. Since the Memphis meeting, 
the latter 4 have been combined into one, and one other of the original 
projects (Agricultural Programs and Policies) has not yet been started so 
that we have thus far had 9 active projects. Reports on each of these proj- 
ects have been or will, within the next few days, be submitted to the Cen- 
tral Steering Committee for the over-all study which was selected at the 
Memphis meeting. This committee is now composed of Clarence Dorman, 
Chairman, Joseph Ackerman, William Rhea Blake, M. J. Funghess, 
William B. Lambert, Stephen Pace, Theodore Schultz, O. V. Wells, John 
Van Sickle, Leslie Wheeler, and E. A. Meyer. To serve the Central Steering 
Committee, the following secretariat was named: Maurice R. Cooper, 
M. K. Horne, Jr., Frank J. Welch. The 9 reports which have been or are 
being prepared are: 
I. Production Adjustments to Improve Farming Opportunities in the South 
II. Ginning, Handling, and Marketing of Cotton and Cottonseed 
III. Cotton Goods Production and Distribution Techniques, Costs, and Mar- 
ns 
IV. _ Position of Cotton and Other Materials 
V. Production Studies of Synthetic Fibers and Paper 
VI. Foreign Market Outlets for American Cotton and Cotton Manufactures 
VII. Industrialization and the South 


VIII. Educational Problems in the South 
IX. Health Situation in the South with Recommendations 


In addition, it is expected that a general summary of these 9 reports will be 
prepared and possibly a report relating to Agricultural Programs and Poli- 
cies. This means that altogether there will be 10 or 11 reports in the over-all 
study. 

The entire study was undertaken for the purpose of providing informa- 
tion that would be helpful in (1) encouraging the maximum efficiency in the 
production and use of cotton, (2) developing alternative sources of income 
and employment, particularly through industrialization, (3) raising the 
levels of health and education in the South, and (4) laying the basis for a 
balanced, long-range program designed to maximize the use of Southern 
resources through private enterprise, aided, where necessary, by appro- 
priate Government action. 

Since some of the reports have not been received and since some of those 
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which have reached my office are still preliminary and have not been ap- 
proved, I am not in a position to indicate the findings contained in these 
various reports. I might say briefly, however, that insofar as Report VI 
on “Foreign Market Outlets for American Cotton’”’ is concerned, the tenta- 
tive conclusions of our committee relating to export prospects are not very 
optimistic. On the other hand, they are not as pessimistic as some of the 
comments which have appeared in print during the last year or two. 

In view of the importance of industrialization and nonfarm employ- 
ment opportunities in the South to the production adjustments needed 
to attain a highly efficient agriculture in the South, it might be desirabje 
to indicate briefly a seven-point program which the committee preparing 
the report on “Industrialization and the South” has recommended. These 
are as follows: 


1. Provide financial assistance to small business through a loan insurance program 
to be carried out by private banks. 

2. Carry on research and provide for the application of the fruits of research to 
the practical problems of business enterprises through technical, scientific and 
management aid. 

8. Promote a transportation policy which will: (1) intensify, particularly, the 
development of the more highly-fabricated and highly-finished industries in 
the South, (2) make greater use of actual costs on a basis of determining rates, 
and (3) develop the full potentialities of the most efficient means of transporta- 
tion in the region. 

4. Eliminate monopolistic practices, particularly those which result in restrictions 
of Southern production, higher prices paid by consumers, or lower prices paid 
to Southern farmers. 

5. Eliminate interstate trade barriers, particularly the barriers on motor trucks, 
and work for the elimination of the restrictions in other regions on the use of 
Southern products, such as margarine. 

6. Make use of the large surplus war plants in the South through the multiple 
tenancy plan, renting out the space in such plants to small business, thereby 
creating diversification in the use of resources and promoting greater indus- 
trialization. 

7. Maximize the purchasing power of Southern workers and stimulate the demand 
for the products of Southern industry through adequate minimum wage stand- 
ards under the Fair Labor Standards Act and through the responsible exercise 
of collective bargaining. 


DISCUSSION 


Cuar.es R. Sayre 
Stoneville, Mississippi 
In his discussion Dr. Welch has chosen carefully and well from the wide 
range of considerations in the general problem of rural improvement. All 
of us will agree that dealing with the extent to which some of the major 
adjustments are needed for the development of an efficient agriculture 
adds substantially to the growing fund of research information for the 
South. 
I should like first to mention some features of Dr. Welch’s paper which 


1A dissenting statement on Wages and Wage Policy is presented in Appendix 
VII by the Chairman of the Working Committee, Dr. J. V. Van Sickle. 
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may be made more meaningful through some elaboration. Reference is 
made frequently to an efficient agriculture in the South without defining 
it. The concept interpreted literally is an organization of southern agricul- 
ture which would provide incomes to farm families consistent with those 
received by families in other farming areas and in other industries without 
causing irreparable damage to natural and human resources. Dr. Welch 
uses an implicit assumption of sustained full employment. He would be 
among the first to recognize that such an assumption over-simplifies the 
problem of farm family displacement which may accompany mechaniza- 
tion and other types of technological changes. Something less than full 
employment with a greatly smoothed out cycle would be much more realis- 
tic. Any review of desirable adjustments in the South must be focused in 
terms of fairly specific time spans, particularly if proposals for aids in their 
attainment are to be defensible from an economic, social, and political 
standpoint. Here again I feel certain that Welch would agree that in most 
phases of his treatment he implicitly assumes a transition period of 10 to 
15 years leading into a more flexible farm economy in which changes 
would be made in the future as economic opportunities appear. 


Technological Advancements 


Under peacetime conditions technological advancements are likely to be 
the primary generating force for desirable adjustments in the South. I 
would like to recast slightly the way in which they have been presented 
here this morning. First I should like to deal with the factors which influ- 
ence the rates at which technological advancements are being and will be 
adopted. The ease with which a change in technology can be fitted into 
established farming systems and practices is a primary determinant of their 
rate of adoption. If it is a simple process of changing the plates in the planter 
boxes as it has been with the shift to hybrid corn in the Corn Belt, then 
widespread adoption may come about quickly. It will come about quickly 
if the economic possibilities are of such magnitude that they cannot be 
ignored by the average or even the below average farmer. Additional 
simple technological advancements appear to be at hand in the South. 
Some of the Dixie-bred hybrids, such as Mississippi 5111, await only the 
production of an adequate seed supply. There are other advancements on 
the horizon which would also provide simple improvements for a large 
number of farms. I shall take time to mention only two. One is a perennial 
sorghum developed at the Mississippi Station from a cross of Johnson 
grass and sweet sorghum; the other is better adapted soybeans for southern 
conditions which are being developed in a regional soybean breeding pro- 
gram located at Stoneville. Such improvements can be made on a wide- 
spread basis with a ripple of adjustments which will scarcely be noticeable 
on the individual farm or plantation. These simple changes bring increased 
returns to the farmers and to each factor of production as long as market 
gluts are avoided. 

The more economy-shaking and complex types of technological advance- 
ments, such as the mechanization of cotton production, if it becomes feasi- 
ble, will be adopted at a much slower rate. They have far greater economic 
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and social implications. Such features as a high man-land ratio, the slow 
accumulation of capital, and the circular relationship between low incomes 
and health deficiencies will delay widespread adoption and will also compli- 
cate the efforts to cushion the effects of technological displacements in 
farming. These complex changes may alter the competitive position and in 
turn the production pattern and the current structure of capital values. 
By and large they will be adopted only as they will add to the long-run 
income flow to the farmer. Many of the complications arise, however, from 
shifts in the production combinations with substitutions of large amounts 
of capital for labor. As a result the relative shares going to these two factors 
of production will be altered substantially. Time does not permit a review 
of the problems which will be associated with such changes. Dr. Welch 
has dealt with most of them in a generalized fashion. 


Balancing the Approach to Southern Farm Problems 


I should like to turn to a set of criteria, stated in question form, to point 
out the fundamental aspects which must be included if there is to be a 
balanced approach to farm problems in the South. The correlation of and 
the maintenance of a balance between the research, education, action, and 
regulatory programs will be essential if human and physical resources are 
to be used efficiently in the future. The major considerations for program 
correlation are outlined here in brief. 

I. Will farm income be increased by 

A. Improving the farm practices for particular enterprises? 

B. Recombining the proportions in which land, labor, and capital 
are used, thereby raising the internal efficiency of the farm? 

II. Will the market position of farm products be improved thereby con- 

tributing to the future development of market outlets by: 

A. Lowering costs on the farm? 

B. Providing sufficient volume to lower processing and marketing 
costs? 

C. Supplying the kinds and quantities of products directly or 
through manufacturers which the consuming public needs and 
will buy? 

III. Is an adequate research base available for the main features of a 
particular program and for its improvement after the initial expe- 
riences? 

A. Are the original experimental results significant? 

B. Have they given encouraging results when tested on a pilot 
farm basis? 

C. Have the prospective economic results been pre-tested by com- 
petent and unbiased analysts? 

IV. Will the capacity and the efficiency of human and physical re- 
sources be improved? 

A. Are diet improvement and health measures included? 

B. Are education and training to develop basic skills adequately 
provided for through enlarged schools and extension programs 
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to permit full utilization of current and future technological 
advancements? 

C. Will the conservation and development of soil, water, and wood- 
land resources be promoted upon an economically sound basis? 


. Will non-farm resources be developed advantageously? 


A. Are provisions included which will stimulate the use of avail- 
able power, labor, and natural resources by economically sound 
industries in southern areas? 

B. Will aid be provided for the development of the community 
service enterprises which are so badly needed in many localities? 


. Will increasing amounts of non-farm employment be developed 


locally for able-bodied people, and will minimum security be pro- 
vided for the infirm who may be crowded out of agriculture? 


. Are provisions included for single farm development plans around 


which all federal and state agencies could cooperate with the in- 

dividual farmer? 

A. Will the farm-development plans be centered upon farming 
systems which appeal to the farmer, and will they be well 
adapted to particular production situations? 

B. Where the production situation and the farmers’ inclinations do 
not warrant his continuation in agriculture, will his occupa- 
tional adjustment be facilitated? 

Are provisions provided for the progressive development of forward- 

looking programs of agricultural research from which future im- 

provements can be generated? 


For the most part American agriculture has been able to meet the com- 
petition from “all comers’ without submerging its own level of living 
through the use of improved technology upon bountiful resources. As the 
resources decline in inherent productivity and competition intensifies, com- 
pensatory gains must be made in technology. This will depend, to a large 
extent, upon the range of subject matter covered in agricultural research 
and the intensity with which it can be carried by competent technicians. 
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THE APPLICATION OF WORK SIMPLIFICATION 
TECHNIQUES TO MARKETING RESEARCH* 


Max E. Brunk 
University of Florida 


HE purpose of this discussion is to show how work simplifica- 

tion techniques may be used in agricultural marketing re- 
search. In general, marketing covers the field dealing with those 
services, the cost of which represents the difference between what 
the consumer pays and what the farmer gets for his product. Limi- 
tation of this discussion to universally recognized direct costs of 
marketing does not deny the existence of numerous indirect costs. 
For example, shipping crate construction, ice manufacturing or 
truck designing are as much a marketing cost as the direct labor 
involved in packing, handling and distributing a crate of celery. 
Future marketing research may well involve greater consideration 
of such indirect costs. 

Although many marketing studies are immediately concerned 
with demand, pricing, and providing new services, a basic problem 
ot agricultural marketing research centers around reducing the costs 
of given marketing services by increasing efficiency. In contribut- 
ing to this end, work simplification offers a useful approach. 


g Up to the present time, the systematic application of work simpli- 
e fication techniques to agricultural marketing problems largely has 
- been confined to a relatively few isolated instances where individual 
4 firms, confronted with some particular problem, have called on the 


services of industrial engineers. The great bulk of marketing re- 
search on the Federal and State level has been descriptive in nature, 
pointing occasionally to some problem deserving analytical treat- 
ment. The lack of a well-charted marketing research program has 
resulted in a continued repetition of the descriptive type of market- 
ing study with little provision made for following up such studies 
with the next logical step—the analytical approach. Once the re- 
searcher has described the marketing process, justified its place in 
the economy, and made a few suggestions about what ought to be 
done, he has busied himself with writing up another project, only 
again to repeat the process. 

The descriptive approach is the preliminary step in studying any 


* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 28, 1946. 
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marketing problem but in itself, as Dr. F. L. Thomsen has so clearly 
pointed out, it rarely contributes to improving the efficiency of 
marketing. The descriptive approach represents only the “getting 
started” stage in marketing research. It is only the “what”’ of the 
“what, why and how” of research. 

Work simplification, which during the past few years has been 
applied to farm management, offers a real challenge to the market- 
ing researcher. Much remains to be learned about the techniques of 
method-analysis as it is applied to work routines, organization of 
work, equipment and plant layout, but nevertheless the results thus 
far achieved in industry and farm management indicate that such 
an approach has an important place in a well integrated agricul- 
tural research program. There has been little experience on the 
Federal and State level in applying work simplification to market- 
ing research. For this reason I am going to draw heavily on personal 
experience, fully recognizing that the conclusions from a limited ex- 
perience are subject to correction, expansion and refinement. 

Many of the descriptive studies made in marketing have pointed 
to the need of a detailed investigation of a particular problem, the 
solution of which would serve to increase the efficiency of market- 
ing. In these same studies there is also a great wealth of basic data 
as well as descriptive material concerning work methods in common 
use, plant layout or market arrangement, and the like. These 
studies, except in some cases where the cobwebs are too thick, offer 
excellent starting points for applying the techniques of work sim- 
plification. 

The collection of descriptive data from a number of firms prior to 
method-analysis is essential for a number of reasons. Such data not 
only point up problems, but also serve to familiarize the researcher 
with each problem and its setting in the marketing process. It also 
serves a valuable purpose in gaining the cooperation of the firm or 
individual concerned with the problem. It gives the researcher a 
wider range of ideas than he would have by observing only isolated 
cases. Such data also are valuable as a basis for formulating im- 
proved processes from the better parts of many processes. 

My experience in applying work simplification to a marketing 
problem has been in connection with a study of harvesting and 
packaging Florida celery. Harvesting is included in this case as a 
marketing function because it is so closely integrated with packing 
that a clear line of demarkation cannot be drawn between the two. 
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In any case, the farmer is little concerned whether harvesting is pro- 
duction or marketing. 

When this study was undertaken, only a limited amount of data 
were available describing the various ways celery was handled in 
the marketing process. In spite of this, and to the later regret of the 
researcher, the first efforts in this study were to analyze each job in 
the process of handling celery from the field to the refrigerator car 
for one large celery marketing organization. Individual jobs were 
broken down into the various work elements. Each operation and 
element was critically examined to determine whether greater effi- 
ciency could be obtained by eliminating unnecessary steps, by 
changing the order of the work, by rearranging equipment, by sub- 
stituting some device to ease or simplify the work, by alternating 
the movements of the hands and by numerous other means which 
soon come as second nature to the researcher in method-analysis. 

From these investigations, synthetic job procedures were de- 
veloped and comparisons were made with the old method. This was 
done for jobs where it was apparent to the investigator that motion 
economy principles were being violated. Synthetic job procedure 
charts, listing each movement and step in the process of performing 
a job, were compared with job procedure charts which described the 
existing method. 

Next came the task of putting the proposed procedures into 
operation, and with it came the first realization that insufficient 
data were available to compare the operations of this firm with 
those of other firms. Put in a mild way, management was not inter- 
ested in the proposed procedures. 

As a result, a detailed comparative type of study covering a 
number of celery firms was undertaken. The amount of labor re- 
quired to perform each function in the process of handling celery 
was measured and comparisons of the various existing methods 
were made. From this approach the researcher found certain func- 
tions that were “‘bottle-necks” and in need of intensive study. The 
study also revealed that no two organizations were using the same 
method sequence and in many cases no two were performing the 
same function under a similar work pattern. The over-all labor re- 
quired by the various organizations for a given unit of output re- 
vealed a marked variation, but the variation in labor required to 
perform specific functions was much greater. The more detailed the 
breakdown of the work procedure, the greater was the variation in 
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the use of labor. It was found that every organization studied ex- 
celled in one or more functions, so that no one concern was doing 
every function with the least labor cost. When this comparative 
study was shown to management, considerable interest was aroused. 
These facts told management that they could make improvements, 
but the facts did not reveal how the improvements could be made. 
Nevertheless, the comparative study served to establish a close 
working relationship between the firms studied and the researcher. 

In making the comparative study, numerous instances were 
found where the procedures of work were the same as those de- 
veloped synthetically in the early study of methods for the one 
firm. This meant that time and effort had been lost in developing 
methods already in use. 


Use of Descriptive Data to Find Key Problems 


From the descriptive data covering a number of firms, the key 
problems are pointed up and each then becomes an individual proj- 
ect for further investigation. Some key problems may appear to 
be important at the outset but fade in importance as the descrip- 
tive data are analyzed. For example, the harvesting of celery re- 


quires a tremendous amount of hand labor. A number of celery 
growers thought that a great saving of labor could be effected by 
building a machine to cut the roots and tops. Considerable time, 
effort and money were spent in developing such a machine. A care- 
ful study of the breakdown of harvesting labor would have revealed 
that such a machine at best could save but a very small proportion 
of the field labor because the bulk of the field work consisted of 
handling, packing and transporting cumbersome field crates. It was 
generally conceded that a loading device would be easier to build 
than a successful harvester, but there was little interest in it be- 
cause the big problem appeared to be cutting the roots and tops. 
Actually the loading device would have saved many times more 
labor than the harvester, but the operations which the loading de- 
vice would displace were decentralized and more difficult to see 
without close study. 


Work Simplification Approaches 


What types of work simplification techniques are useful in con- 
tributing to increasing the efficiency of marketing? Some of the 
approaches are clearly economic, while others lap over into the field 
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of engineering in varying degrees. This paper is not concerned so 
much with who should apply these approaches as it is with how 
they can contribute to reducing marketing costs. It is recognized 
that the economist, engineer, and production specialist all have an 
important role. However, in working together each must recognize 
the limitations of the other and be free to challenge each other’s 
decisions in applying the various types of approaches. These ap- 
proaches are tentatively set down as follows: 

1. Finding effective methods and transplanting them from one firm to 

another. 

2. Use of comparative data to synthesize a new method. 

3. Method-analysis to develop an improved method. 

4. Method-analysis applied to developing devices. 


These four approaches are not applied in any particular order. All 
are considered before a final solution is offered. In actual practice, 
all approaches are more or less used simultaneously. 

After a marketing problem has been selected for study and the 
various steps in the marketing process have been discovered and 
described, the first act in applying work simplification consists of 
questioning each step to determine why it is or is not essential in the 


process. Many unnecessary steps can usually be detected, thus 
making the first contribution in decreasing costs. 

Finding effective methods and transplanting them from one firm to 
another.—Comparative data for a number of firms showing the 
number of inputs per unit of output, subdivided by individual jobs 
in the process, is one method of finding ways to improve the over- 
all efficiency of a particular firm’s operation. From the comparative 
data, jobs performed with a minimum of input per unit of output 
may be found which are adapted to the process of another firm. 
This approach can usually be worked to the advantage of all firms 
concerned, because every firm has weak spots. It is dangerous, 
however, because the most effective method for one firm is not 
necessarily the most effective method for another. In fact, many 
awkward methods are used as a result of one firm picking up an 
idea from another firm and placing it in its process without care- 
fully examining the effect of the new method on other operations. 
This transplanting of method from one firm to another without 
examining the effect of the new method on the other steps in the 
process largely accounts for the fact that some firms in Florida 
handle each stalk of celery three different times for the purpose of 


214 Max E. Brunk 


trimming roots, three times for the purpose of stripping, and two 
times for the purpose of packing. 

From the standpoint of the researcher, comparing the output of 
specific marketing operations of a number of firms serves a most 
valuable purpose in securing the cooperation of management. Ex- 
ecutives like to think, and often believe, that they are doing each 
and every job better and with less cost than their competitors. Al- 
though there is usually no basis for this belief other than hope and 
opinion, it is a real obstacle between management and the re- 
searcher. Comparative data, showing variations in accomplish- 
ment, offer the best method of overcoming this obstacle. 

Use of comparative data to synthesize a new method.—The first step 
in this procedure is to break each process, job, operation or work 
element! into its component parts and determine the effectiveness 
of each part. Parts are then fitted together in what would appear 
to be the most effective combination. A third and very important 
step consists of testing the synthesized method. Testing in turn 
may suggest a recombination of parts. 

Essentially, the approach of this method is creative. The re- 
searcher relies on his knowledge of the various methods of perform- 
ing a particular job. He fits together the better parts of the various 
methods, incorporating with this his knowledge of the principles of 
effective work. From this he formulates hypotheses which are then 
subjected to testing, first on paper, then under working conditions.” 

Method-analysis to develop an improved method.—A study of the 
job of packing celery will illustrate the various levels of method- 
analysis. This job is broken down into many operations, two of 
which might be as follows: (1) sizing celery, and (2) placing the 
stalk in the crate. Each of these operations is then subjected to the 
tests of a check-list of questions which have been developed by 


* Each of these terms, “process,” “job,” “operation” and “work element” repre- 
sents a level of method-analysis. The process consists of a series of jobs. Thus, a 
process may be analyzed by breaking it down into its various jobs. Jobs, in turn, 
consist of a series of operations, and work elements are subdivisions of operations. 
For purposes of method-analysis, the work element may be divided into its com- 
ponent fundamental motions (therbligs). A description of these levels of method- 
analysis is given by Lowell S. Hardin and R. M. Carter, in “An Analysis of Work 
Simplification Research Methods and Results,” this JournaL, volume XXVIII, 
No. 1, February 1946. 

2 An example of the use of this approach is an improved method of stripping cel- 
ery given on pages 15-16 of Florida Agricultural Experiment Station Bulletin 404, 
“Celery Harvesting Methods in Florida.” 
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industrial engineers.* Adaptations of these check-lists have been 
made by farm management researchers.* Changes may or may not 
result from this examination. The next step is to break the opera- 
tion “sizing celery”’ into its work elements, two of which might be 
as follows: (1) select stalk, and (2) place stalk on packing table. The 
second operation listed above, “place stalk in the crate,” also may 
be subdivided into the work elements (1) pick up stalk from pack- 
ing table, and (2) position stalk in the crate. The operations of 
“size celery” and “place the stalk in the crate” now consists of four 
distinct work elements. One worker selected the stalk from the 
washer chain and placed it on a table, and a second worker took 
the stalk from the table and placed it in the crate. The operations 
were then combined so that one person selected the stalk from the 
washer chain and placed it directly in the crate, thus eliminating 
two work elements. The savings in labor amounted to about 40 per- 
cent. This example is an extremely simple one, yet today about 28 
out of 30 celery firms operating in Florida still maintain that it 
won’t work. Because of this belief, approximately 100,000 man- 
days of labor a year are wasted in handling Florida’s celery crop. 
This is no small item in the marketing margin. 

In the above example a job was broken down into operations 
which were in turn subdivided into work elements. Carrying the 
analysis a step further, each work element could be broken down 
into its fundamental motions. The work element of picking the 
stalk up from the packing table, for example, involves a series of 
motions. Such motions are usually recorded on 16 m.m. moving 
picture film for purposes of analysis. 

In my experience, and in so far as the various approaches can be 
segregated, method-analysis to develop an improved method has 
been the most valuable approach from the standpoint of contribut- 
ing to improved efficiency. The successful use of this approach relies 
upon a thorough knowledge of the principles of motion economy, 
plant layout, work order and organization management. The re- 
searcher applies the principles of effective work to the method and 
to each of the many parts of the job under study either by using a 
check-list or by applying it subconsciously. 

Method-analysis applied to developing devices.—A change in the 


~ Barnes, Ralph M., “Motion and Time Study,” p. 144, John Wiley and Sons, 
0. 
* Mundel, M. E., “Mechanical Engineering,” p. 565, August 1943. 
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method of work frequently necessitates an incidental change in the 
equipment used either in the immediate procedure or at some other 
point in the process. The improved method of placing celery in the 
crate described above made a change in the design of the packing 
table desirable. In this case, roller skids were set in the surface of 
the table so that the packer could easily move the filled crate out of 
the way at the same time an empty crate was being positioned. 

Without careful study of the new method and reexamination of 
the entire process, desirable changes in equipment may be over- 
looked. A number of years ago the entire celery stalk was marketed 
so that a 48-inch wide washing and packing chain was required. 
Ten years ago the industry changed to a 16-inch stalk by cutting 
off the tops, effectively reducing crate, handling and transportation 
costs. A large number of new celery packing houses have since been 
built, but they have all installed 48-inch chains. 

Another type of equipment change involves the substitution of 
devices to replace manual effort. In method-analysis, whether it be 
breaking the job down into operations, dividing operations into 
work elements, or breaking work elements into the fundamental 
motions, steps are frequently encountered which can be expedited, 
eased, or simplified by substituting a device for either a single 
motion or series of motions. The operation of closing the lid of 
packed celery crates was broken down into 15 work elements. Six 
of these elements were concerned with hammering the ends of the 
crate into place so the lid would fit over the ends. In this process, 
considerable physical effort was expended, many of the crates were 
severely damaged, and some celery bruised. The operation analysis 
revealed that over half the time involved in closing crates was de- 
voted to these six elements. A holding device was suggested. With 
the functions of such a device clearly outlined, the problem was 
taken to an engineer who, in a matter of a few hours, built a crate 
clamp which not only saved time in closing the crate but eased the 
job and eliminated the damage to the ends of the crate and the 
celery. 

A third type of equipment change consists of objectively analyz- 
ing an existing piece of equipment following somewhat the same 
procedure used in breaking down a job. In this case each part of the 
equipment is subjected to questioning. For example, the descriptive 
study indicated that considerable expense was involved in repairing 
and replacing field crates, and with the shortage of materials during 
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the war this became a serious item. Therefore, a study was made of 
the existing field crate to determine why so many crates were in 
constant need of repair. The crate had 19 parts and a brief survey 
indicated certain individual parts were a constant source of trouble. 
Some of the trouble was caused by a change in work methods in the 
field, which had been put into operation years previously. How- 
ever, the greatest weakness rested in the original construction. The 
application of some of the “common sense”’ principles of effective 
work contributed to strengthening the weak parts. As a result, a 
new field crate was constructed’ which had greater strength and 
required less cost to build. 


The Problem of Getting Improved Methods Tested and Adopted 


The most difficult step in work simplification is putting the im- 
proved method into operation. The potential user not only must be 
convinced that the old method is not the best, but also he must be 
in a position and willing to make a change. Assuming the authority 
and financial position needed to make a change, the tendency of 
human nature to resent criticism, to resist change and to have little 
imagination must be overcome if the greatest saving of labor and 
lower unit costs are to be effected. 

It will frequently be found that the firm with the greatest over- 
all efficiency will be the first to take advantage of improved meth- 
ods. In the Florida study, the firm that required the least amount 
of labor to harvest and package celery made the greatest improve- 
ments during the course of the study. 

The effect of a new method on the quality of the product must 
be under constant consideration. Of course there are all degrees of 
quality changes both for better and for worse. Many handlers in the 
marketing process operate on a very narrow percentage margin. 
This has the effect of greatly limiting their willingness to risk the 
consumer’s reaction to a given quality change. It is certainly a 
legitimate use of marketing research funds to underwrite the ex- 
perimental marketing of new or modified products until consumer 
reaction can be determined. In many instances price and consumer 
reaction studies need to be made in connection with methods’ 
studies when the quality or character of the product has been 
altered as a result of change in methods. 


- 5 “Celery Harvesting Methods in Florida,” Fla. Agr. Expt. Sta. Bul. 404, pp. 24- 
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When the new method involves radical changes in the physical 
plant, the expense involved in pioneering the change may be pro- 
hibitive for any one organization, unless its investment can be 
protected by maintaining control over the new method. Where 
such investment cannot be protected, it appears that the expendi- 
ture of public funds is justified either to underwrite such experi- 
ments or to build “pilot’’ plants. 

Although this paper was based on a limited experience confined 
to the harvesting and packaging of one product, the techniques of 
work simplification are applicable to the entire marketing process. 
Results to date indicate that the work simplification approach en- 
ables the researcher to contribute directly, and rather quickly, to 
increased efficiency in marketing. 


WORK SIMPLIFICATION—A JOINT PROBLEM FOR 
MANAGEMENT, ENGINEERING, AND 
COMMODITY SPECIALISTS* 


Ivan R. Brerzty anp Paut R. Horr 
Cornell University 


HE specialized training that most workers in the several agri- 

cultural sciences obtain sometimes makes it difficult for them 
to gain the necessary perspective to appraise their work objectively. 
Especially is this true when it comes to finding the proper relation- 
ship between workers in a given field and their co-workers in other 
fields. Perhaps in the earlier days of the development of the agri- 
cultural sciences, before such a high degree of specialization was 
developed, such a perspective was not needed so urgently as at the 
present time. Now, with more emphasis on the application of re- 
sults of scientific analysis to farm and other problems, it is impor- 
tant that full advantage be taken of the specialized training and 
skills of all persons concerned with a given problem. Only in this 
way is it possible to deal with many problems in the way that they 
must be met by the farm or other business operator. 

This paper is not intended to be an exhaustive treatise on the 
need for cooperation between the three groups of specialists indi- 
cated in the title. It is intended only to summarize some of the con- 
clusions of a management specialist and an engineer after three 
years of cooperative effort with other subject-matter specialists in 
work simplification studies of farm jobs. The need for cooperative 
endeavor in other fields is, however, fully recognized. In fact, it is 
hoped that these observations may provide not only a logical frame- 
work within which work simplification studies may be planned and 
carried through cooperatively, but also some of the understanding 
needed for furthering cooperative endeavors in other fields. 

Without trying to define the term, for the moment, it appears 
obvious that work simplification has as its primary objective the 
easing or shortening of work processes. This is not an end in itself, 
but simply one means of attaining lower unit production costs—the 
ultimate challenge to management. In appraising the usefulness of 
work simplification, it is well to keep it in its proper relation to the 
other means of attaining this desirable end. 


* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 28, 1946. 
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Ivan R. BIERLY AND Paut R. Horr 


Speaking rather generally, there are four principal ways of cut- 
ting costs. As applied, for purposes of illustration, to farming, these 


are: 


(1) 


(2) 


(3) 


(4) 


Increasing production per animal and/or per acre, within economic 
limits. It is well known that very little additional time is required to 
care for a cow that produces 10,000 pounds of milk as compared with 
one that produces only 5,000 pounds, or to grow and harvest 3 tons 
of hay from an acre of land as compared with one ton. Certainly 
with the higher production rates, within economic limits, there is a 
much better chance for a lower cost per unit of product, as well as a 
lower requirement of labor. 

Increasing the size of the farm business, again within economic 
limits. Not much additional time is required to do some of the 
routine jobs for a large-sized unit than a small one. Ordinarily more 
is accomplished per man on the larger units, with lower unit costs. 
Selecting and combining the most profitable enterprises for each 
farm. In a given area, certain enterprises ordinarily pay better than 
others, and in a broad sense, it is more efficient use of labor and of 
other production resources to produce those things which the 
natural and economic environment favors the most. 

Finding and making use of all possible ways to save labor, which is 
and probably will continue for some time to be a high-cost item in 
this country. In most cases a farm merely provides a job for the 
operator and his family—and some hired help, if it will return more 
than its cost. How good the job is depends on the amount of output 
per man. A saving in labor in the performance of a given job makes 
time available either for other productive work, for for additional 
leisure. The accomplishment of more productive work by the same 
labor force usually reduces unit costs and increases net profits. On 
the other hand, a reduction in the length of the work-day may be 
very important in many instances in getting and keeping good- 
quality help in the years ahead. While the three factors listed above 
have the effect of increasing gross as well as net income, this one 
aims directly at cutting unit costs. Of course, on some farms, a re- 
duction in labor requirements may be necessary before an expansion 
can be made in the volume of business. 


The point of this outline is simply that so far as individual farm or 
other business operators are concerned, work simplification pro- 
vides only one, though a very important one, of several means to 
lower unit costs. All means must be recognized and emphasized in 
assisting farmers or others in dealing with this problem. In any one 
situation some other factor than easier and shorter work processes 
may be of paramount importance. 

To the individual who is faced with the problem of cutting unit 
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costs, it matters little whether suggestions come from management, 
engineering, commodity specialists, or someone else. If all persons 
who have an interest in the problem fully understand their place in 
helping their clients to find the right answers, the cooperative 
spirit and enthusiasm which such cooperation develops will help to 
sell the program to many more people than if each individual per- 
mits himself only to see and consider those phases of the problem 
that fall within his rather narrow sphere of training. Worthy of note 
perhaps is the fact that such fences generally are tolerated only 
within an academic institution. 

With this viewpoint toward the place of work simplification in a 
well-rounded program aimed at cutting unit costs, we will raise the 
question, “What is work simplification?” It seems to be in connec- 
tion with the definition of the field that the basis has arisen for 
some difference in point of view on the part of management special- 
ists and engineers as to which of these two fields should have the 
primary responsibility for the development of the field. It is the 
authors’ contention that this should be a joint undertaking, not 
only of management and engineering specialists, but of these to- 
gether with the commodity specialists who have an interest in the 
problem. 

Management specialists have frequently defined work simplifi- 
cation in terms of its objectives; namely, and briefly, to ease and 
shorten work processes to the ends that effort is minimized and unit 
costs are reduced. In these terms, it would appear that work simpli- 
fication falls within the province of the “management specialist.” 
It seems reasonable that management be charged with the ultimate 
responsibility for defining or laying out problems which need at- 
tention and study so that the business may function more smoothly 
and economically. Further, it is a problem of management to choose 
between alternative methods or cost factors, and to appraise the 
merits and demerits of the alternatives that are offered. But per- 
haps we should pause here to note that in managing a business, de- 
cisions must also be made on all of the many production, quality, 
and other problems involved. Not all decisions fall within the usual 
province of the “management specialist.” 

Engineering specialists ordinarily view work simplification as a 
systematic, scientific appraisal of the use of power,' tools, and ma- 


From an engineering viewpoint, power may be supplied by human, mechanical, 
or other sources. 
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terials to do a given job, and classify this work as “methods engi- 
neering.” In this appraisal, careful studies are made of (1) equip- 
ment, (2) arrangement or layout, (3) methods, (4) organization of 
work, and occasionally of (5) the forms of the raw material and of 
the finished product. Certainly anyone who has been trained to 
make a scientific and systematic analysis of work processes, whether 
he is a management, engineering, commodity specialist, or someone 
else, can appraise methods and organization of work, and offer some 
suggestions for consideration. But it seems equally clear that in 
studies of equipment and arrangement, either the management or 
commodity specialist would find himself, in most cases, quite in- 
adequately prepared. Especially would this be true if he should 
attempt the design of new equipment, or a careful check on adjust- 
ment or operating efficiency of a piece of equipment, or even more 
than rather simple changes in the arrangement of the workplace. 
Not many management or commodity specialists could have de- 
signed a milking machine; nor are they much better prepared by 
training to answer the structural problems involved in rearranging 
a dairy stable. Certainly the responsibilities involved here are those 
of an engineer. 

Another set of guideposts or standards is needed before the engi- 
neering function can be performed. This set of standards must be 
supplied by the commodity specialist. He can appraise alternatives 
in terms of the quality of the product that each produces, and can 
determine whether or not any of the alternatives would have detri- 
mental effects on animals or plants. The management and com- 
modity specialists together can ascertain the proper balance be- 
tween quality of product, price, and cost per unit to the end that 
total net returns will be maximized. Then the full team, including 
management, commodity and engineering specialists, can develop 
and test alternatives with these facts in mind. 

In the definition of these limits, and in testing alternatives, the 
commodity specialist has a vital interest. A method, organization of 
work, or change in equipment or arrangement that facilitates the 
work, promotes its timeliness, and helps to do a better production 
job, is of just as much interest to him as to the other specialists. 
Further, as a part of this team, he becomes not only a participant 
in finding the solution, but in selling the idea of its use as well. 

So far, the need for joint assumption of the responsibilities in- 
volved in work simplification studies has been outlined in general 


t 
I 
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terms. Perhaps reference again to the viewpoint which a business 
manager must take will be the best way to summarize the responsi- 
bilities of each in this joint undertaking. In developing and then 
appraising alternatives, there are three primary questions: 


(1) 


(2) 


(3) 


Is there another method, organization of work, arrangement, or 
kind of equipment that should be considered? Finding this means of 
using power and material to do a better job lies largely within the 
province of the engineer. But this should not be interpreted to pre- 
clude management or commodity specialists from questioning exist- 
ing methods, arrangement, organization of work, or equipment; 
nor to applying time and motion study techniques in the evaluation 
of the various alternatives; nor to offering suggestions for improve- 
ments in methods and organization of work based on these observa- 
tions. 

Will the new method, equipment, organization of work or arrange- 
ment cut unit costs? Finding the answer to this question appears 
largely to be within the field of the management specialist. Manage- 
ment specialists are concerned with the organization of resources, 
and the operation of the business in such manner as to provide the 
greatest continuous profit over a period of time. Keeping unit costs 
at a minimum is the greatest challenge. One of the most important 
responsibilities of management is to appraise the alternatives in 
terms of labor-saving or cost-cutting opportunity. In fact, in the 
author’s opinion, almost all of the work so far done by management 
specialists in the field of work simplification falls either in this cate- 
gory, or in the field of helping to find ways to fit previously developed 
innovations into the business operation. To do these things, time and 
motion or travel studies, or surveys may be used as a means of ob- 
taining the necessary procedures or measures of results, depending 
some on the type of problem under consideration. 

Every change that results from engineering research has an im- 

pact on management, and may require changes in organization or 
operation. But it is obvious that economic limits cannot well be set 
unless the physical limits are at the same time determined. 
Will the change maintain the proper quality of the product for use 
or sale, and/or maintain animals or plants at effective production 
levels? Neither the engineer in a study of the application of power 
and materials, nor the management specialist in the appraisal of the 
change from an economic viewpoint, are fully prepared to answer 
this question. It is up to the animal husbandry specialist to specify 
the width of stalls that should be put into a new dairy stable; or 
the fruit specialist to ascertain the degree of injury in an orchard 
where a new spraying practice or sprayer is being tried; or to the 
poultry specialist to ascertain the change in quality that has taken 
place within an egg. 


Finally, and perhaps most elementary of all in an appraisal of 
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the joint responsibilities of the three specialists in examining work 
processes is the fact that the business manger must answer all of these 
questions at the same time. The problem of the manager in consider- 
ing changes is to find that balance or combination between the 
several factors with which he works that will minimize labor re- 
quirements and costs, but still maintain quality and biological pro- 
ductive capacity. The best answer from a strictly engineering view- 
point might be an entirely automatic system; but this might not be 
the most economical; or it might not result in the necessary quality 
of product. On the other hand, in view of great economies due to 
some new device, method, or arrangement, some sacrifice in quality 
might be justified. 

Management, engineering, and commodity specialists can make 
the largest contribution to the field of work simplification by each 
developing his own subject matter and relying on the other mem- 
bers of the team for the contributions they can make best. There 
must, however, be a team in which each person is not only compe- 
tent in his own field, but ready and willing to appreciate the prob- 
lems of the other members and to work jointly toward a solution. 

Although the experience of the authors has so far been limited to 
joint research and extension activities with commodity specialists 
of several problems on farms, they see no reason why this coopera- 
tive endeavor should stop short of resident teaching. If the means 
could be developed for joint consideration of this problem, and 
others, in the classroom, it is the authors’ opinion that the students 
involved would gain materially. They would gain not only through 
a more thorough grasp of the subject matter and its application, 
but perhaps a little more of the perspective that they need to tie to- 
gether more effectively the many phases of their training program. 


EVALUATION OF WORK SIMPLIFICATION RESEARCH 
AND TEACHING ACTIVITIES* 


R. M. Carter 
University of Vermont 


NTIL about the year 1940, research in the field of labor uti- 

lization among agricultural economists in the United States, 
was mainly directed toward the pointing out of factors affecting 
labor efficiency. This included studies of the relation of the work 
force on the farm to crop yields, of the number of hours of man 
labor per cow to profit from the dairy, of truck ownership and labor 
efficiency, of a farm operator’s education and man work units per 
man, etc. Some consideration was given to size of business, use of 
machinery, and seasonal variation in labor requirements on differ- 
ent farms. Few of these discoveries, however, were of immediate 
value to operating farmers, most of whom had completed their 
formal education, already owned a fixed plant, and were operating 
on limited capital. 

As early as 1911, in Dr. G. F. Warren’s pioneer study of farm 
management in Livingston County, New York, with which we are 
all familiar, mention was made of the inefficient use of farm labor. 
“Probably the least understood of all factors which have to do with 
farming is the proper use of time,” to quote Dr. Warren’s own 
words. In spite of this need for a type of research which would bring 
to light knowledge of ways in which a farmer on his present farm 
could produce more goods within a given time or could reduce the 
energy expended in his present production quota, with a few ex- 
ceptions it has only been during the last 5 years that the research 
programs of the Land-Grant Colleges of the United States have 
included studies of body motions and of the comparative time costs 
of detailed agricultural processes and operations among their pro- 
jects. 

This new interest in the uncovering of the fundamental use of 
labor was promoted, in a large part, by the efforts of the Farm Work 
Simplification Laboratory at Purdue University. In 1943 the Gen- 
eral Education Board made funds available for use by cooperating 
institutions in this country for suitable research along these lines. 
This stimulus, added to an aggravated labor condition brought 


* A paper presented at the anual meeting of the American Farm Economic 
Association, Philadelphia, December 28, 1946. 
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about by our war economy, directed the attention of many of our 
agricultural research workers toward studies of more efficient use of 
time on the farm. 

This report is an attempt to summarize the research activities of 
the Land-Grant Colleges in the United States since 1940, insofar 
as they apply to or show direct interest in farm work simplification. 
This has been made possible by the active cooperation of the Di- 
rectors and Staff members of most of the Land-Grant Colleges in 
the United States, who sent in to us a statement of their activities 
along these lines. While work simplification is usually interpreted to 
mean a study of the motions and an analysis of the processes which 
are found necessary in carrying on agricultural operations, con- 
siderable variation in definition was found from state to state. 

Out of the 43 states from which reports were received, 22 re- 
ported work simplification projects of some kind as finished or 
underway (Table 1). Nine of these same states also had some future 
work simplification projects under consideration. Two states which 
until now have done no work along this line expect to undertake 
studies shortly. Apparently nearly half of the agricultural colleges 
of this country have undertaken work simplification projects, as 
they have interpreted this term, and about one out of four have 
some new allied projects under consideration at the moment. This 
is a very good showing of interest in the field of work simplification, 
a field in which practically no research at all was being carried on 
five years ago. It also indicates that this interest is not entirely tied 
in or identified with our war-time activities, but rather continues 
to find a place of importance in the research program of our insti- 
tutions in a post-war era. I think this is as it should be, since in a 
world in which we hope to make the good things of life more abun- 
dant, it is important that the farmers, the people who are most 
intimately connected with the production of the materials with 
which we feed and clothe ourselves, should be in a position to pro- 
duce these goods with the minimum of time and effort. 

If the research which is being carried on in work simplification is 
examined from a geographical standpoint, a larger proportion of 
the states in the northeastern quarter of the United States are par- 
ticipating than in any other area. To be more specific, all of the 
Lake states and three out of five Corn Belt states have research 
underway at present. In the 12 Northeastern states, at least nine 
are engaged in one or more work simplification studies at present. 
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On the other hand, in-the South only two states, Kentucky and 
Florida, have reported work simplification studies. Nebraska alone, 
of the 100th Meridian states, has work underway. This was like- 
wise true of Colorado and Montana in the Mountain states. On the 
other hand, two of the three Pacific states, Washington and Oregon, 
have been doing a great deal of work. Undoubtedly there are other 
studies in states which have not answered our questionnaire, but 
this information, being unavailable, can not be included at this 
time. 


TABLE 1. WorkK SIMPLIFICATION RESEARCH AND TEACHING 
IN THE UNITED STATES 


States Teaching reported 


Region Research With 


reported Special farm 
All Reporting P ne manage- 


ment 
Number 

Northeast 12 12 9 6 
Corn belt 5 5 3 | 5 
Lake states 3 3 3 1 1 
South ll 10 2 4 
100th meridian 6 4 1 
Mountain 8 7 2 1 
Pacific 3 2 Q 1 2 

Total 48 43 22 3 19 


The teaching of farm work simplification in college classes as a 
specific subject will be carried on in three states during this school 
year,—Minnesota, Oregon, and Indiana. Several other states have 
had special classes in farm work simplification in the past, and may 
have them again in the future if the demands of the student body 
so indicate their need. In addition to these special courses, many 
states give some attention to this subject in their farm management 
courses. Twenty-two of the 43 reports we received indicated that 
some time was given to the subject of work simplification within 
the content of the farm management class. There was no uniformity 
in the amount of time allotted to this subject, although it seldom 
exceeded four or five hours. In a number of instances it was reported 
that only one or two lectures were devoted to the subject. 

As to the work simplification projects themselves, the 22 states 
have 98 projects or sub-projects set up and specifically labeled as 
work simplification studies (Table 2), completed or underway, or 


228 R. M. Carter 


an average of more than four projects or sub-projects per state. The 
majority of these studies have been made in connection with the 
use of labor for crop production, 49 out of the total being directed 
this way. There are also a number of animal enterprise studies, and 


TasLe 2. Type or Work Researcu Stupies (PROJECTS AND 


Sus-ProJects) PLANNED, UNDERWAY, OR FINISHED, IN THE 


UNITED StTATEs IN 1946 


Type of research 


Projects 


or 


Finished 
Planned 
underway 


Crops 
Truck Crops 
Hay 
Ensilage 
Fruits 
Tobacco 
Potatoes 
Sugar beets 
Corn 


Enterprises (animal) 
Dairy 
Poultry 
Hogs 
Beef cattle feeding 


Engineering 
Farm machinery and appliances 
Structures 


Home Economics 
Interrelationships 


Miscellaneous 
Worker training 
Improving land 
Housing workers 
Over-all efficiency 
Handling feed concentrates 
Poultry processing plants 
Dairy plant operation 


Processing beef and pork in frozen food locker plant 


Experimental farm 


mt Or 


a 


Number 


2 


several in the field of agricultural engineering. Home Economics 
departments named several, and there are a few which almost defy 
classification. Six of the studies listed were studies of interrelation- 
ships between the use of labor and output of one kind or another, 


11 
11 
3 
11 
4 
6 
1 
2 
2 
| 
1 
1 
1 
1 
| 
| 
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and are apparently more in line with the earlier studies in labor 
efficiency carried on before 1940 than with the analysis of motions 
and processes which we usually associate in our thinking with work 
simplification in agriculture. 

In addition to these 98 projects which have been finished or are 
now underway in the United States, there are 23 other projects re- 
ported as planned by the Stations which forwarded questionnaires 
and materials for this study. There was no concentration of atten- 
tion indicated by a study of the research planned. In general, stud- 
ies contemplated were a continuation of the type of research which 
had already been made the subject for investigation by our workers. 

In looking over the crops which have been or are to be the subject 
of investigation in an attempt to simplify their production, it is of 
interest to note that the U.S.D.A. quarterly “Crops and Markets” 
lists 35 specific crops in the current report. Of these 35 important 
crops, only 7 were the subject of investigation from the standpoint 
of better labor utilization. 

Crops and enterprises in the northeastern quarter of the United 
States are pretty well covered. In the South, studies have included 
tobacco and vegetable crops, but no attention has been given to 
cotton, rice, soybeans, peanuts, sorghums, citrus fruits, or nuts. In 
the tier of states running from North Dakota to Texas, an area 
where cereal grains are of prime importance, no reported study has 
touched on these crops. In the Mountain states, range production 
of beef cattle and sheep might deserve some attention. This like- 
wise might be true of the southern portion of the Pacific slope, 
where certain crops and distinct labor problems have an important 
localized interest. 

Studies of farm structures were confined to a comparison of the 
efficiency of different types of dairy cattle barns, and to suggested 
arrangements of packing sheds. Most of the studies of farm ma- 
chinery and appliances gave attention to the development and pro- 
motion of time-saving devices. Few attacked the problem of im- 
proving labor productivity through a better understanding of the 
proper handling of the farm machinery which is already available 
to farmers. 

A survey of the work simplification research would not be com- 
plete, of course, without some comment upon the extension of the 
results of our studies. I doubt very much if any other research 
program of as short a duration has resulted in quite so many reports 
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(Table 3). Many of these were more or less temporary in nature, 
put together somewhat hurriedly that immediate use might be 
made of the findings. I think this method of reporting was quite 
justified during the war emergency. To date, the 22 Agricultural 
Experiment Stations which have been and are carrying on studies 
in farm work simplification have published 11 research bulletins 
and 14 extension circulars. In addition to this more or less perma- 
nent form of reporting, 32 brieflets have appeared, any number of 
mimeographed publications, several posters, and 20 moving picture 
films. This last item, this publication of studies of the use of labor 


TABLE 3. STaTION PuBLIcATIONS AVAILABLE 


Type Number 
Research bulletins 11 
Extension circulars 14 
Leaflets 32 
Mimeographed letters and circulars 55-56 
Films 20 


through the medium of pictures, is in one sense a new development. 
Motion pictures of the utilization of farm labor were made in the 
United States nearly a generation ago, but publicity given to these 
early photographic reports of work observed or done was somewhat 
limited, and most of us have never even seen any of this early work. 
The films which have been made available to the public since 1940, 
on the other hand, have probably transferred knowledge from the 
field of agricultural economics from the laboratory to the layman at 
a greater rate than ever before. While this method of reporting has 
assumed a new form and has been adapted to a different audience, 
its justification and desirability is a matter which at present every 
man has to evaluate for himself. 

To summarize this survey of work simplification research, it 
might be said that most of the research has been carried on in the 
northeastern quarter of the United States. Most of the crops and 
enterprises in that area have received some attention. Research in 
some sections of the United States, namely the Great Plains area, 
the South, and the citrus growing sections, do not appear to be 
directly affected by our new knowledge of work simplification re- 
search techniques. In the future, work may be carried over into 
those areas. 

College teaching of farm work simplification is decidedly limited 
in this country at present. Three out of 42 states report their inten- 
tion of conducting such courses within this school year. Two other 
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states in this country which had such courses in the past will proba- 
bly not repeat them this year or the next. 

The main contact which most agricultural college students will 
make with work simplification will be received in the two or three 
lecture periods which are devoted to this specific subject in farm 
management courses at present. This means, of course, that this 


subject can only be brought to the attention of students in a very 
general way. 


REVIEW* 
H. N. Youne 


Virginia Agricultural Experiment Station 


I find myself so thoroughly in agreement with the points of view of 
Messrs. Bierly and Hoff that I shall not take the time to discuss their 
paper. To do so would seem to be a waste of time. In my discussion I shall 
present the point of view of an Experiment Station Director. In a very 
important sense the job of a research administrator is similar to that of a 
farmer. A farmer is an administrator of a unit which is a combination of 
farm enterprises. A successful farm administrator chooses and combines the 
various farm enterprises in such a way and operates each to that degree of 
intensity which will result in the largest continuous profit to the farm as a 
unit. The research administrator is charged with the responsibility of 
choosing and combining the various research enterprises in such a way and 
to that degree of intensity which will result in the greatest benefit to those 
who use the results of research. 

A successful farmer adjusts his operations to meet changing economic 
conditions. A research administrator must attempt to foresee important 
economic changes and make adjustments in his research program to meet 
them. Otherwise our research will be too little and too late and we shall 
Le treating symptoms rather than causes. 

To those who have made a study of the economic trends of the last 150 
years, it should be evident that the farm labor problem is becoming in- 
creasingly important. The general trend of wages is upward and has been 
for a long time. Each major war speeds up the tempo of this change. If 
history repeats, farm prices will fall within the near future and so may 
wages, but the drop in wages will be much less severe than in commodity 
prices. This will make necessary a major increase in labor efficiency on 
American farms. Our experiment stations will need to intensify still further 
their programs of research designed to help farmers reduce unit costs of 
production. Research in the field of work simplification is extremely neces- 
sary at present. Throughout the next decade the need for this type of re- 
search will far outstrip performance. The reason for this is so evident that 
it need not be discussed here. 

Messrs. Bierly and Hoff have stated that research in work simplification 
is a job which cannot be accomplished adequately in one department; and 


* A review presented at the annual meeting of the American Farm Economic 
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that it is a joint program in which the farm management, engineering, and 
commodity specialists should work together as a team. With this I agree. 
Establishing team work between specialists across departmental lines is a 
job which has concerned research administrators for a considerable time. 
There is no one best answer to the problem. 

One method of getting the job done might be to employ a generalist who 
knows a little about almost everything and not much about anything. It is 
doubtful if any of our experiment station directors would consider this 
plan seriously. Another method might be to employ a farm management 
specialist who is also an engineer and a crops and livestock specialist all in 
one. Such an individual would be hard to find. It would be like looking 
for God in the flesh. A third way of getting teamwork would be to form a 
research team of three men, a farm management specialist, an agricultural 
engineer, and a crops specialist if the job is to learn easier and better ways 
of harvesting hay. This group would work together on all phases of the 
project from preparing the project outline to writing the manuscript. The 
successful operation of this plan would require thorough planning and skill- 
ful administration. All departments in the undertaking would need to be 
politically equal as would all individuals on the team. The team would 
probably need a leader who would act as chairman rather than foreman 
of the group. Such an individual should be elected by his team mates 
rather than carry an appointment from the director. The personality 
traits of all the individuals on the team should be carefully considered. In 
each case a good sense of humor would seem to be a practical necessity. A 
fourth way of making joint use of the talents of research specialists in the 
fields of farm management, agricultural engineering, and agronomy might 
be to divide the job into segments and to apportion each part to a different 
specialist or to conduct simultaneously three separate projects. 

Another method of doing the job would be the establishment of a school 
of work simplification which might cut across departmental, divisional, and 
college lines in a university. The staff members in such a school might in- 
clude individuals on the faculty of the department of industrial engineer- 
ing, the department of farm mamangement, the agronomy department, the 
departments of horticulture, animal husbandry, agricultural engineering, 
home economics and a number of others. Each individual would retain his 
position and rank in his respective subject matter department, but from 
the point of view of research and education in the field of work simplifica- 
tion, he would be under the administrative direction of the director of the 
School of Work Simplification. This set-up is similar to that of the School 
of Nutrition at Cornell University. It would seem to be adapted primarily 
to the larger colleges and universities which have strong graduate schools. 

There are undoubtedly other ways of obtaining joint action between 
departments in this growing and very important field of work. Each indi- 
vidual institution will need to work out that method which best meets its 
needs and is best suited to the personnel available and the personalities 
involved. If there is any one best way of obtaining joint action we are cer- 
tain that we do not know what it is. We are reasonably sure, however, that 
joint action is needed. 


THE BUREAU OF AGRICULTURAL ECONOMICS 
PROGRAM IN ENUMERATIVE SAMPLING* 


W. F. CALLANDER AND CHARLEs F. 
Bureau of Agricultural Economics 


Summary 


HE Bureau uses six general methods for collecting agricultural 

data which are used in the preparation of the published sta- 
tistical series. These six methods are: 1. Questionnaires mailed 
directly to lists of farmers, processors, etc. 2. Questionnaires dis- 
tributed by rural mail carriers along their routes. 3. Field observa- 
tions and personal contact with growers and people who buy or 
handle farm products. 4. Objective counts and measurements of 
crops in the field. 5. Complete enumerations. 6. Enumerative sam- 
ple surveys. 

Mailed questionnaires have proved to be the least expensive and 
most efficient way of quickly collecting information about current 
production and farm operations for timely reports during the grow- 
ing season. The use of other methods of collecting data is essential 
to a complete statistical service for agriculture under the following 
conditions: 1. If the information cannot be obtained by mail; 2. If 
individuals or groups not represented either directly or indirectly 
in the mail surveys must be contacted; 3. If mail surveys do not 
produce accurate enough results—for instance, in estimating minor 
agricultural products which are grown only in scattered areas, or in 
surveying such phenomena as farm income and expenses, non-farm 
income, farm indebtedness and credit, field cultural practices, and 
farm accidents. 

Many kinds of important agricultural data are difficult or im- 
possible to secure by mail and must be obtained by enumeration or 
interview from a preselected sample of farm operators. The enumer- 
ative survey method makes it possible to reach all types of farms 
and farmers, including people who do not respond to mailed ques- 
tionnaires. 

Statistics obtained in this way can be expanded into estimates 
for a small area within a State, for an entire State, for a group of 
States, or for the Nation as a whole, depending upon how many 


* A paper presented at the Round Table on Agricultural Statistics at the annual 


meeting of the American Farm Economic Assuciation, Philadelphia, December 27, 
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farmers are interviewed and how great an area is covered. The 
sample may be expanded into an estimate without reference to a 
census “bench mark.” 

If national totals only are desired, the number of farms in the 
sample may be quite small for certain items. But to get accurate 
estimates for regions, States, or areas within States, proportionately 
larger samples are necessary. Thus, if State estimates are desired, 
almost as many interviews may be necessary within each State as 
would be required throughout the entire country for corresponding 
national estimates. The accuracy of an estimated average or total 
depends on the number of observations included in the sample as 
well as on the frequency of occurrence and degree of variability of 
these observations. 

Demand for more statistics about farm business and farm people 
is so pressing that steps are already being taken to collect more 
factual information to establish new statistical series and strengthen 
the Bureau’s present series for wider use. 


The Enumerative Survey Program 


The Bureau of Agricultural Economics will make a nation-wide 
interview or enumerative survey of a cross-section, preselected sam- 
ple of about 16,000 farm operators in January 1947. This survey is 
part of a continuing program (a) to improve the accuracy of the 
official agricultural estimates of the Department, (b) to provide 
such needed economic facts concerning farming as a business, and 
farm people as can only be obtained by personal interviews with a 
preselected sample of farm operators, and (c) to integrate future 
surveys such as those conducted in farm management, land eco- 
nomics, farm finance, and other fields into an over-all sampling pat- 
tern that will enhance the effectiveness of agricultural economic 
research. 

Field Work.—The field work will be done under the immediate 
supervision of the field statisticians in the Bureau’s 41 State Offices. 
About 400 rural people will be employed and trained as interviewers 
to visit the farms included in approximately four Master Sample 
Segments in each of about 800 counties in the United States. These 
sample segments have an average of about 5 farms each. Previous 
nation-wide enumerative surveys have been taken in not to exceed 
160 counties. 

Three area training conferences of one week each were held for 


ENUMERATIVE SAMPLING 235 


the State supervisors in the Bureau’s 41 field offices. Three-day 
training conferences for the interviewers will be held in each State 
just prior to the starting of the survey on January 13, 1947. In these 
training conferences major emphasis is being placed on the applica- 
tion of sound social-psychological principles to the interview situa- 
tion for the purpose of minimizing bias in the data obtained and 
establishing satisfactory rapport with farm respondents. An “inter- 
view’ rather than a “record” form of schedule will be used. 

Tabulation, Summarization, and Analysis.—The schedules will be 
edited and coded in the field offices and the data entered on punched 
cards in the Washington Office for machine tabulation and analysis. 
We expect to have these data punched and the more important 
summarizations completed by the middle of April. This will provide 
results of the January Survey at an early date and also “clear the 
decks” for the April Survey. Final economic analysis and reports 
will be prepared by subject matter specialists in the various di- 
visions of the Bureau. 

Design and Size of Sample.—The sample of about 16,000 farms 
in January has been designed to provide a representative cross- 
section of all farms in major geographic regions and type-of-farming 
areas, and at the same time establish a sampling machine that can, 
with expansion, furnish a sample for use in making estimates by 
States. 

Schedule Content.—Two separate schedules will be used—a 
“short” and a “long” one. The “long” schedule will be used on a 
subsample of one-half of the farms in the sample in the Mountain 
and Pacific Coast States and on one-fourth of the farms in the 
other States except in Illinois, Pennsylvania, and New York where 
the “long” schedule will be used with a larger proportion of the 
sample. The basic or “‘short”’ schedule includes nine topics as fol- 


1. Accidents to farm people during October-December, 1946. 

2. Acreage in the farm and tenure. 

3. Prices of farms. 

4. Farm population. 

5. Farm employment and wages for the week ending January 11. 

6. Numbers of livestock on hand January 1 including also: 
(a) Number of sows farrowed and pigs saved between June 1 and 

December 1, 1946, and intentions concerning spring farrowings. 

(b) Cattle being fattened or finished on grain or other concentrates. 
(c) Intentions to market cattle on grain feed—time, weights. 


lows: 
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7. Inventory of farm tractors—number, age, and model. 
8. Crop inventories January 1, 1947. 
9. Farm receipts during 1946. 


The so-called “‘long’”’ schedule includes all the topics covered by the 
“short” schedule and in addition will cover: 

10. Farm operating expenses during 1946. 

11. Family living expenses during 1946—an abbreviated section devel- 


oped in cooperation with the Bureau of Human Nutrition and 
Home Economics. 


12. Income derived from non-farm sources during 1946. 


Topics 1 through 9 will be taken from the total sample of 16,000 
farm operators, and topics 10, 11, and 12 from a subsample of 
nearly 6,000. 

April and July 1947 Surveys.—These surveys will be taken on a 
subsample of the January sample of farms and will place major 
emphasis on topics that vary with the season of the year such as 
farm employment and wages, accidents, acreages of wheat and 
winter cover crops; farm stocks of wheat, corn, and oats; number of 
hogs and cattle on grain feed; milk and egg production. In April a 
topic on farm electrification and telephone service will be included 
and in July one on farm mortgage indebtedness and credit and 
possibly a short topic on field cultural practices. 

October 1947 Survey.—In addition to the topics with high intra- 
seasonal variability major emphasis will be placed on land utiliza- 
tion including acreage and production of various crops. 


THE PLACE FOR ENUMERATIVE SURVEYS IN 
RESEARCH AND GRADUATE TRAINING IN 
AGRICULTURAL ECONOMICS* 


F. Sante 
Bureau of Agricultural Economics 


OR more than 20 years the need for enumerative or sample 

surveys that would provide a true cross-section of farms and 
farm operators in any specified area has been recognized by agri- 
cultural economists and statisticians of the Bureau of Agricultural 
Economics and the Land-Grant Colleges. It was the recognition of 
this need that led to the cooperative research in sampling by the 
Bureau of Agricultural Economics and Iowa State College that was 
undertaken in 1936. This basic research, made possible by Bank- 
head-Jones funds of the Secretary of Agriculture, has been con- 
ducted in close cooperation with the Census Bureau since the early 
1940’s. The Master Sample is a product of this three-way coopera- 
tion. The Master Sample material now available makes it possible 
at small expense to design a representative sample of farms or farm 
operators in any area east of the hundredth meridian. Further re- 
search, however, is needed in applying the sampling principles al- 
ready developed to the special conditions that exist west of the 
hundredth meridian, where the use of area sample segments does 
not, in all cases, adequately sample the cattle and sheep operators 
who utilize public grazing lands. 

The time has come for everyone interested in the development 
of agricultural economic research to give thoughtful consideration 
to the remarkable potentialities of utilizing enumerative surveys to 
strengthen research and graduate training in agricultural economics. 
During the last 20 years the effectiveness of biological and physical 
research relating to agriculture has become increasingly productive 
through the use of more efficient experimental designs based on 
modern statistical concepts. One approach to this question would 
be to state briefly the conditions essential to sound conclusions in 
systematic economic and social research and to point out how 
enumerative sampling can be utilized to meet one or more of these 
essential conditions. The validity of conclusions depends upon sev- 
eral conditions such as— 

1. The definition of the problem to be investigated—its purpose and 

context. 

2. A summarization of findings from previous investigations of a 


* A paper presented at the Round table on Agricultural Statistics at the annual 
ees of the American Farm Economic Association, Philadelphia, December 27, 
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similar or related nature. If little or no work has been done on this 
particular problem, actual inspection and exploration of the situation 
including case-history studies may well be necessary at this stage. 


. The formulation of provisional and usually alternative hypotheses for 


subsequent testing. In fact the problem is not clearly formulated until 
possible solutions are systematically stated. 


. A decision as to what facts are wanted for use in testing the provi- 


sional hypotheses. If a field survey is to be made, a decision is neces- 
sary concerning the facts that are to be obtained from the individual 
farm operators and the tabulation and summarization plans must be 
made in advance by the investigator if the results are to be satis- 
factory. 


. The collection of the new body of facts. If a field survey is to be 


made, this step in the investigation involves several important 

phases: 

a. The drawing up of a field schedule that will get the facts desired 
in the shortest possible time and with a minimum of interviewer 
and respondent bias and a minimum of refusals. Sound social- 
psychological principles must be applied intelligently in the con- 
struction of the schedule and in the training of the interviewers 
in establishing rapport with the respondents and in conducting 
the interviews. The schedule should be thoroughly pre-tested and 
revised on the basis of such experience. 

b. The design of a sample that will give a true cross section of the 
population that is to be included in the study, i.e., a representative 
sample in which both sampling error and field costs will be at a 
minimum. 

c. The taking of the field survey by well qualified, properly trained 
and supervised interviewers at a time when the desired facts can 
be obtained most accurately, i.e., when memory bias will be a 
minimum. Both season-to-season variability and intraseasonal 
variability of the phenomenon must be kept in mind in timing 
a field survey or a series of surveys. Furthermore, the interviewer 
must be thoroughly trained and competent in so far as knowing 
the content and purpose of the schedule is concerned, able to con- 
duct a successful interview, and able to accurately locate the 
respondents to be included in the preselected sample. 

d. The editing and coding of the schedules for machine tabulation. 


. The summarization and analysis of the facts; the expansion of the 


sample into an estimate for the population from which the sample 
was drawn. 


. The testing of provisional and usually alternative hypotheses that 


were formulated before the new facts were obtained; the interpreta- 
tion of the facts including relationships that appear to be established 
by the study; the drawing of conclusions and generalizations; and 
also the formulation of new or modified hypotheses for subsequent 
testing when a new investigation is undertaken. 


. One other highly important condition of valid research that is some- 


times overlooked is that the same data cannot logically be used both 
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for establishing or discovering an hypothesis and also for testing or 
substantiating it. 

Enumerative sampling can be utilized to materially strengthen 
what is often the weakest link in one of the conditions essential to 
sound conclusions in systematic economic and social research that 
involves field surveys—the collection of the new body of facts for 
use in testing provisional and alternative hypotheses. Not only can 
enumerative sampling provide a representative sample from the 
population of inquiry which is, of course, necessary if valid generali- 
zations are to be made concerning such a population, but it also can 
be made to furnish more accurate and unbiased data through the 
effective application of valid social-psychological principles in the 
interview process. Furthermore, the necessary emphasis on formu- 
lating provisional hypotheses and tabulation and analytical plans 
in advance of the construction of the field survey schedule definitely 
tends to promote more rigorous thinking and to result in better 
quality and more efficient research, especially among graduate stu- 
dents who are learning how to conduct agricultural economic in- 
vestigations. 

The Land-Grant Colleges undoubtedly have a very real interest 
in the objectives of the enumerative survey program because they 
appreciate the need, not only for current agricultural statistical 
series of broader scope, greater geographic detail and higher ac- 
curacy, but also for more effective and useful research in the field 
of agricultural economics. Economic data relating to farming as a 
business, and to farm people, from a representative cross-section of 
farms in each State would provide the research economist of the 
Land-Grant Colleges and the Bureau with a wealth of this much- 
needed information for economic research such as has never before 
been at their disposal. 

A substantial increase in the size of the sample would make it 
possible to obtain a wide range of pertinent agricultural economic 
information on a basis that would justify estimates and analyses by 
States and even for areas within States. In only a very few States is 
the January enumerative survey sample adequate as to size and 
geographic distribution to justify estimates by States. As the data 
from these surveys will be entered on punched cards to facilitate 
summarization and analysis, a duplicate set of punched cards could 
be made available to the Agricultural Experiment Stations that 
actively cooperate with the Bureau in the expansion and develop- 
ment of the enumerative survey program in their States. The data 
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obtained from two State-wide enumerative surveys of about 800 
farms in Iowa for 1938 and 1939, have been utilized to provide the 
basic data for some 20 graduate theses. 

In order to most effectively meet research needs, especially of the 
Land-Grant Colleges, it would seem desirable to consider the de- 
velopment of the enumerative survey program at three levels within 
the States: 

1. A large State sample with a relatively short schedule that would in- 
clude topics that specify the basic characteristics of a farm such as 
acres operated, tenure, farm population, acreage and production of 
crops, numbers and kinds of livestock, and other inventory items. 

2. A subsample of the first with a schedule that would include the added 
topics of farm income and expenses, non-farm family income, and 
related topics. 

3. A relatively small subsample that would be used for more intensive 
purposes and special investigations where farms with specific charac- 
teristics would be the object of study. 

The primary purpose of sampling at the first level would be two- 
fold; first, to provide a basis for State estimates and for areas within 
the State and second, to furnish a basis for the selection of a expan- 
sion of subsamples for the other two levels. One objective of the 
second level of sampling would be to provide State estimates of 
income and expenses and frequency distributions thereof. This level 
also would be of special interest to research workers in farm man- 
agement and farm finance. The third level would have a great 
variety of uses in terms of the special problems and fields of interest 
of the staffs of the Land-Grant Colleges. The content of the sched- 
ules used at different levels must be integrated in order to permit 
valid generalizations from the smaller subsamples. 

The mutual advantages of close federal-State cooperation in de- 
veloping a sound and well-integrated program in enumerative sam- 
pling are I think obvious. A well-planned continuing enumerative 
survey program with a considerably larger preselected cross section 
sample of farms distributed in all agricultural counties of a State, 
taken by a well-trained corps of carefully selected interviewers at 
appropriate times during the year would serve as a sound foun- 
dation for economic research and graduate training; in fact it would 
be a technological revolution of the first magnitude. The active 
cooperation of the Land-Grant Colleges in planning and carrying 
out such a program is earnestly solicited by the Bureau of Agricul- 
tural Economics. 


THE SAMPLE DESIGN FOR A NATIONAL FARM 
SURVEY BY THE BUREAU OF AGRICULTURAL 
ECONOMICS* 


E. Hous—EMAN 
Bureau of Agricultural Economics 


LSEWHERE in this issue Callander and Sarle have discussed 
plans for the collection of data by enumerative surveys in the 
Bureau of Agricultural Economics and pointed out that in Januray 
1947, a nation-wide sample of about 16,000 farmers in 816 counties 
will be interviewed. The purpose of this paper is to give a concise 
non-technical description of how the sample was designed and a 
few statements on the magnitude of the sampling errors. 

The sample was designed primarily for sampling farms; however, 
it is expected that the part-time staff of interviewers will also be 
useful in the collection of data from sources other than farm opera- 
tors, such as landlords of tenant operated farms, the rural popula- 
tion, elevators and warehouses, or the taking of field observations 
for estimating yield and quality of crops. Thus, a flexible field or- 
ganization and sampling plan are important. 

The essential facts about the sample in summary are: 

(1) Every county in the United States, with very few exceptions, 
was included in the universe and given a chance of being in the 
sample. 

(2) Three different over-all sampling rates were used :! 

0.6% in the Northeast (New England plus Middle Atlantic 
States) and in the Pacific states, Florida, Maryland, and 
Delaware 

0.25% in some of the larger southern states 

0.3% in all other states 

(3) For the United States as a whole, a total of 784 primary 
sampling units or 816 counties was selected. A primary sampling 
unit is a single county or a group of two or more counties which 
are treated as one. 

* A paper presented at the Round Table on Agricultural Statistics at the annual 


meeting of the American Farm Economic Association, Philadelphia, December 27, 
1946. 

1 Instead of using only one sampling rate, different sampling rates were used 
mainly to improve the distribution of the sample for purposes of getting estimates 
by four major geographic regions for some items, particularly farm labor. The four 
regions are the Northeast, the North, the South and the West which includes the 
Pacific and Mountain States. To facilitate tabulation and analysis, it was desirable 
to keep the number of different sampling rates at a minimum. 
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(4) A staff of about 400 part-time interviewers will be used. The 
most common situation will be one interviewer for two sample coun- 
ties and about 20 interviews per county. 

(5) Within the 816 sample counties, a subsample of approxi- 
_mately 4000 segments in the Master Sample of Agriculture have 
been selected.” 


Selection of the Primary Sampling Units 


All counties in the United States were divided into 408 groups or 
strata, each state being handled independently except for the 
Mountain States and the New England States. The process of 
grouping the counties was accomplished by using the most recent 
B.A.E. generalized type-of-farming-area map, which classifies ter- 
ritory on a county boundary basis, and a county outline map for 
each state. On the county outline map the products of the over-all 
sampling rate and the number of farms in the counties were written 
within the county boundaries. These numbers are the expected 
numbers of sample farms for the various counties assuming they 
are all sampled at the over-all sampling rate. With the county out- 
line map, the type-of-farming-area map, and an adding machine the 
groups of counties were formed in such a way that each had about 
50 sample farms and was bounded insofar as possible by type-of- 
farming-area delineations. 

The number of sample farms per stratum in a given state was 
allowed to vary within a range of about 10 sample farms on either 
side of the average size of stratum in order to get greater homo- 
geneity of type of farming within the strata than would otherwise 
be possible. In the south the strata averaged more than 50 sample 
farms and in the mountain states the average was down to about 
40. This gave a total of 408 strata which were comprised of geo- 
graphically contiguous counties with only a few exceptions. Al- 
though the average stratum has approximately 50 sample farms, 
it is expected that only an average of about 40 schedules will be 


? King, A. J. and Jessen, R. J. The master sample of agriculture. Jour. Am. Stat. 
Assoc., 40: 38-56, 1945. 

Briefly, the Master Sample is a nation-wide sample from every county in the 
United States. The sampling units ‘are small areas or segments of land which have 
identifiable boundaries and contain on the average about five farms each. A “re- 
stricted” random sample of 1/18 of all such segments was selected and that sample 
has become known as the Master Sample. The base material is available for the 
selection of new segments not in the Master Sample at a cost below the original 
cost of the Master Sample. 
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obtained from each because of the plans for making call-backs on 
only a sub-sample of farmers not at home on first call. Each stratum 
corresponds approximately to one interviewer. 

As the 408 strata were delineated each was reviewed and a de- 
cision made to follow one of three alternatives: (1) Select one pri- 
mary sampling unit and confine the sample from the stratum to 
the selected p.s.u. (primary sampling unit), (2) Divide the stratum 
into two approximately equal parts and select one p.s.u. from each 
half stratum, and (3) Take a sample from all counties in the stra- 
tum. The first choice was generally followed in areas where farms 
were relatively sparse, where the agriculture was unimportant, and 
where travel conditions are difficult. The second choice was fol- 
lowed most frequently and the third choice was followed when a 
stratum was comprised of a small number of counties (about four 
counties or less) unless the agriculture was unimportant. Regardless 
of the choice of alternatives, one p.s.u. in each stratum was specified 
for an interviewer to live in. These 408 p.s.u.’s specified for the 
residences of interviewers constitute in themselves a national strati- 
fied random sample of 408 p.s.u’s. All p.s.u.’s were selected at ran- 
dom with probabilities proportional to their numbers of farms.’ 

Just how far the sample should be scattered received considera- 
ble discussion before the sample was designed. It seemed clear that 
the staff of about 400 part-time interviewers should not be concen- 
trated in a sample of, for example, 100 p.s.u.’s with 4 men per p.s.u. 
or 200 p.s.u.’s with two men per p.s.u. From a statistical standpoint 
designing the sample so there is more than one interviewer per 
p-s.u. is almost certain not to give results having the lowest sam- 
pling errors per dollar spent on the survey. Moreover, putting more 
than one interviewer in a p.s.u. is not in line with the desire of 
getting information by greater and greater geographic detail and of 
trying to maximize the utility of the field staff for the collection of 
data from various sources. Under some administrative organiza- 
tions it is conceivable that one should not scatter a sample too 
broadly because of loss of control on non-sampling errors due to 
poor supervision and instruction. The question in our case on how 
much to scatter the sample was a choice between three alterna- 


* For a technical explanation of why the primary sampling units should be se- 
lected with probabilities proportional to their sizes, the reader is referred to a paper 
by Hansen and Hurwitz, On the theory of sampling from finite populations. Ann. 
Math. Stat. 14: 333-362. 1943. 
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tives: (1) Confine the sample to a selection of 400 p.s.u.’s, (2) Scatter 
the sample into all important agricultural counties and into only a 
sample of counties in unimportant agricultural areas, or (3) Take 
some intermediate amount of scatter which is what was actually 
done. 

Mathematical analyses of variability and costs are indicating, in 
order to maximize accuracy per dollar spent, that a national sample 
of the size just described should be more broadly scattered, proba- 
bly to the extent of sampling almost all counties except in areas 
where the density of farms is low. However, there are some admin- 
istrative considerations which cannot be put into a mathematical 
formula and probably act in the direction of reducing the amount 
of scatter. All things considered and with our present status of 
of knowledge, the amount of scatter in the sample as it was de- 
signed seemed to be about the optimum. If the sample had been 
larger (40,000 or 50,000 farms), nearly all counties would have been 
sampled; whereas if the sample had been smaller, probably fewer 
counties would have been selected for sampling. In future surveys 
the amount of scatter can be altered as any new information may 
indicate. 


Magnitude of the Sampling Error 


It is the opinion of the writer that with few exceptions the pres- 
ent sample is too small to provide satisfactory estimates by states. 
That statement, however, is dependent upon the standards of ac- 
curacy that one wishes to set up, which brings us to the question of 
the accuracy of various estimates. 

It is difficult to make a few statements which are generally ap- 
plicable because of variations in the sampling design over the 
country and so many conditions need to be specified. For example, 
an estimate of a component of total income, such as income from 
the sale of crops, has a larger relative sampling error‘ than an esti- 
mate of total farm income. The relative sampling error for an 
estimate of income from a particular crop would be still larger. The 
amount of geographic detail and the extent of the breakdowns of 
the data as well as the choice of a method of estimation also need to 
be specified in order to make exact statements. 


4 Coefficient of variation (i.e., the standard error of the estimate expressed as a 
percentage). If the relative sampling error is 10 percent, for example, the probability 
is } that the sample estimate is within 10 percent of the value that would be ob- 
tained from a complete enumeration taken under identically the same conditions. 
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In general the class of items having the lowest sampling errors, 
which will be referred to as the “‘least variable items,” are the ones 
reported on a high proportion (at least 80 percent) ot the farms; for 
example, farm income, farm expenditures, value of land and build- 
ings, acres in cropland, farm population, or number of automobiles. 
Items like farm income and farm expenses might have large non- 
sampling errors which are not taken into account. The following 
statements are not based on exact calculations and are intended 
only to give an idea as to the magnitude of the sampling errors. 

Many of the states east of the plains states, with the exception of 
those in the Northeast, have about 20 to 25 sample counties, or a 
sample of about 400 to 500 farms. For such states the sampling 
errors for estimates of the least variable items without any break- 
down vary roughly from about 8 to 15 percent. On the other hand 
the sampling errors for national estimates for the least variable 
items are less than about 3 percent. 

For state estimates and analyses, all counties ought to be 
sampled. Assuming that all counties are sampled in proportion to 
their size, to give a state sample of 1,000 farms, the sampling errors 
of state estimates of the least variable items are expected to range 
from roughly 3 to 8 percent. 


FARM ATTITUDES AND METHODS OF 
SUPPORTING PRICES* 


L. H. Smmeru 


Illinois Agricultural Association 


SUBSTANTIAL number of people in this country, including 

some agricultural economists and some farmers, are opposed 
to all government action programs to support prices of farm prod- 
ucts or to maintain farm incomes. However, the nation as a whole 
seems to have accepted the principle of a permanent national farm 
program. The principal questions seem to concern (1) the amount of 
federal aid to agriculture, and (2) the method of its distribution. 

As to the amount of federal aid for agriculture, it is interesting to 
examine some estimates of future federal budgets. The Committee 
on Postwar Tax Policy estimated annual requirements of $500,000,- 
000 to $800,000,000 for agriculture.! The Twentieth Century Fund 
placed the figure at $965,000,000.2 The National Bureau of Eco- 
nomic Research estimated the annual expenditures for agriculture 
at $1,000,000,000 to $2,000,000,000.* These estimates probably are 
based largely upon actual expenditures during the 1930’s, but they 
are not inconsistent with programs suggested for future years by 
agricultural economists.‘ 

The two most widely discussed general methods of distributing 
federal aids to agriculture are: (1) market price supports, and (2) 
direct payments to farmers. The methods used in the postwar price 
support period likely will be continued in use through later years. 

Many agricultural economists see important economic advan- 
tages on the side of direct payments to farmers, especially in con- 
nection with perishable and semi-perishable products. The principal 
economic advantage of the direct payment plan appears to be that 
farm products would not be sent to market in greater quantities 
than market facilities could handle. 

On the other hand many farmers, perhaps a majority, are op- 
posed to the direct payment plan and insist that market prices be 

* A paper presented at the Round Table on Advantages and Disadvantages of 
Direct Payments to Farmers as a Substitute for Market Price Supports at the 
annual meeting of the American Farm Economic Association, Philadelphia, Decem- 
ber 27, 1946. 

1 The Committee on Postwar Tax Policy, A Tar Program for a Solvent America, 
p. 13; The Commitee on Postwar Tax Policy, New York, 1945. 

2 Groves, Harold M., Postwar Taxation and Economic Progress, p. 381; McGraw- 
Hill Book Company, Inc., New York, 1946. 

3 Thid., p. 380. 


4 Working, E. J. and Norton, L. J., “Supporting Farm Income,” Illinois Farm 
Economics, Nos. 131 and 132; pp. 345-351; April and May, 1946. 
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supported. The reasons for the farmers’ opposition to direct pay- 
ments are partly social and political. 

Farmers feel they have a right to insist upon market price sup- 
port. Both the Steagall Amendment and the Stabilization Act of 
1942, as amended, clearly indicate that Congress intended to sup- 
port market prices. Most farmers expect the government to keep 
this wartime promise. They have this expectation notwithstanding 
the fact that they believe that government agencies deceived them 
several times during recent years. 

Farmers oppose direct payments not only because they are a 
subsidy, but because they are an odious form of subsidy. 

As a general rule, agriculture needs financial assistance only in 
periods of low employment and industrial activity. Under these 
conditions it is not agriculture, but industrial labor and manage- 
ment that has failed. Why, then, should farmers be subjected to the 
indignity of accepting a dole? If a dole must be used, why not give 
it to laborers and industrialists to keep them producing? 

It is not that either labor or industrialists are opposed to accept- 
ing special benefits at the expense of the public. In fact, both 
groups constantly seek and accept indirect subsidies. 

An outstanding example of the special benefits for capital and 
management is the high protective tariff wall erected and main- 
tained by Congress for the producers of non-agricultural products. 
This tariff provides an indirect subsidy for the owners of protected 
industries at the expense of the general public. The government 
also comes to the aid of the businessman with loans of the RFC 
type at artificially low interest rates. Businessmen who profit from 
these indirect subsidies feel a sense of independence and self- 
righteousness which they could not enjoy if they received equal 
benefits in the form of direct government payments. Farmers feel 
they are entitled to comparable treatment. 

Labor too receives indirect subsidies. Wage rates, especially in 
highly unionized groups, are often fixed and maintained at arti- 
ficially high levels through government support. The law grants 
the union member, especially one with long seniority, a preferred 
position even though a dozen better men would gladly take the job 
at a lower wage rate. The workman with little seniority is soothed 
with unemployment compensation or some other form of public 
assistance. 

When farmers are asked to accept supplemental payments or 
other forms of direct subsidies, they might well ask that capital and 
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labor first give up indirect benefits and accept direct subsidies. A 
program of supplemental payments to capital would have con- 
siderable merit. A sort of negative income tax might be devised. 
Corporations sustaining unusual losses might be partially reim- 
bursed from the Federal Treasury. This would encourage invest- 
ment, sustain consumer demand, and thus tend to prevent serious 
depressions. However, I doubt that businessmen would favor this 
or any other scheme of direct payments. 

A program of supplemental payments to labor might be more 
popular with business leaders. Subsidies for employed labor would 
have many advantages. Wage rates and consequently production 
costs could be flexible and prices could be lowered to maintain sales 
when demand slackens. The supplemental payments to labor would 
maintain consumer buying power at a high level. The combination 
of a continuous high output of industrial products and sustained 
consumer buying power would greatly reduce, if not eliminate, the 
need for either agricultural price supports or direct payments to 
farmers. 

The idea of supplemental payments to labor is not a common 
one, but neither is it new. In fact, the scheme was used in England 
beginning around 1800. John Stuart Mill has described the plan, 
which was known as the Allowance System. After 30 or 40 years, 
the system was abandoned, and Mill reported that “nobody pro- 
fesses to wish for its revival.’ 

Although direct subsidies to labor would have many beneficial 
results, it is doubtful that labor groups will ask for or submit to any 
program of supplemental payments as a substitute for high and 
irreducible hourly wage rates. 

Probably there are a number of good reasons for general opposi- 
tion to direct subsidies. Possibly one of the most important objec- 
tions to direct payments is that there would be a strong tendency 
to increase them indefinitely. This may be inferred from the de- 
mands of labor unions and relief clients. The wage demands of some 
labor unions apparently are unlimited. However, so long as wages 
are paid out of earnings, there is firm resistance as demands reach 
unreasonable levels. There would be no such resistance to demands 
for increased supplemental payments 

A similar principle would apply to supplemental payments to 
producers of agricultural products. If the plan of supplemental pay- 


5 Mill, John Stuart, Principles of Political Economy, Book II, pp. 225-232; Long- 
mans, Green and Co., London, 1900. 
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ments would be adopted, political leadership would have to keep 
such payments foremost in mind at all times. Undoubtedly, poli- 
ticians would vie with one another to see who could promise the 
largest supplemental payments. 

These tendencies have already been demonstrated in Illinois in 
connection with unemployment compensation and other forms of 
relief. Each group receiving public assistance is constantly pressing 
for larger amounts. The relief vote is the dominating factor in 
many elections. I suspect that similar conditions exist in other states. 

This is a bad condition. It ought not to be extended. 

In giving much attention to the method of price or income sup- 
port, we may overlook something even more important, namely, 
the level of support. To be sure, Congress has made some definite 
commitments in this respect. However, the formulas for neither 
short run nor long run support activities have been agreed upon. 
Many, perhaps most, of the anticipated difficulties of market price 
supports would not be serious if support programs are instituted at 
reasonable levels. In my judgment agricultural economists can 
render a great service to farmers and to the nation by working with 
policy-making or policy-influencing groups to determine minimum 
acceptable levels of support. 

Agricultural economists have far-reaching responsibilities. These 
responsibilities include the discovery and description of economic 
laws and tendencies of special importance in agriculture. Much 
progress has been made in this field, although we find many areas 
improperly mapped or entirely uncharted. 

At the present time, however, the greatest responsibility of agri- 
cultural economists is to break the bottleneck between the agricul- 
tural economists and those who make national agricultural policy. 
The responsibility for breaking this bottleneck rests primarily with 
the agricultural economists rather than with the policy makers at 
the grass roots. All trained agricultural economists have the in- 
herent responsibilities of the educated persons to society. In addi- 
tion to this, agricultural economists serving in public capacities 
have special responsibilities because they are employed at public 
expense. 

It will not be easy to break this bottleneck between theory and 
practice. It will require educational skills of the highest order. The 
degree to which agricultural economists meet their responsibility 
will be evident in the nature of the national agricultural policies 
adopted during the next few years. 


ADVANTAGES AND DISADVANTAGES OF 
DIRECT PAYMENTS 


WITH SPECIAL EMPHASIS ON MARKETING 
CONSIDERATIONS* 


R. J. Eacert 
American Meat Institute 


HE objective of my part in this discussion is to outline briefly 
some of the pros and cons of making direct governmental pay- 
ments to farmers as a substitute for the various techniques associated 
with governmental support of market prices. Since our chairman has 
asked me to give special emphasis to marketing considerations, I 
plan to develop in somewhat greater detail those merits and weak- 
nesses relating to this field. 
Direct payments to farmers as a substitute for market price sup- 
port, in my judgment, have the following advantages: 


1. Direct payments encourage maximum domestic consumption 
of current production consistent with supply and demand con- 
ditions. This is in contrast to the alternative methods of price 
support which tend to lead to burdensome stockpiles (especially 
of non-perishables) or a serious disposal problem often resulting 
in excessive waste and spoilage (especially of perishables and 
semi-perishables). In stressing this advantage of maximizing 
domestic consumption consistent with supply and demand 
conditions, it is clear that all of the product would be available 
for consumption. There have been conditions during periods 
of excessive supplies and sharply dropping buying power that 
market prices of an individual commodity even in a relatively 
free economy would drop to a level that would not pay for the 
cost of harvesting and marketing the product. Thus, except 
under conditions of a completely inelastic demand, more prod- 
uct would be consumed with the use of direct payments rather 
than if prices were supported, and probably more product 
would be consumed than under relatively free supply and de- 
mand conditions without direct payments. 

Furthermore, with highly perishable products, storage 


_* A paper presented at the Round Table on Advantages and Disadvantages of 
Direct Payments to Farmers as a Substitute for Market Price Supports at the 
oo meeting of the American Farm Economic Association, Philadelphia, Decem- 

er 27, 1946. 
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space is inadequate for a purchase program to be even tempo- 
rarily successful in a period of wide negative difference be- 
tween the support level and the market prices. For most per- 
ishables storage capacity amounts to 10 percent or less of 
production, and in the majority of cases a large proportion of 
this capacity would be filled by the time the support program 
was put in operation. While canning in the case of meat, and 
drying in the case of eggs, would offer temporary relief, it is 
improbable that large enough quantities could be absorbed in 
this form to maintain prices. 

. Direct payments aid in encouraging exports of those commodi- 
ties of which the country produces an exportable surplus. 
Purchase or loan operations, on the other hand, tend to keep 
domestic market prices at a level that encourage “would-be” 
foreign buyers to go elsewhere. 

. Capricious interference with current market prices and de- 
sirable storage operations of processors is avoided by limiting 
the effect of arbitrary and often “pressured” governmental de- 
cisions relative to where, when and what to buy, or relative to 
where, when and what to sell (or give away). Illustrations of 
concerted government action on a particular day or a particu- 
lar month in buying or selling product are so numerous that 
they need no elaboration in this discussion. Such action on the 
part of government is in sharp contrast to the dispersion 
within time resulting when large numbers of units act inde- 
pendently in buying or selling product. The very momentum 
whick finally results in the Government’s taking action often 
results in the action being not only too late but too drastic. 
Since risk is a cost factor, the added risk of trying to predict 
what action the government will take would certainly tend 
to increase marketing cost. To the extent that product pur- 
chased by the Government does not flow through commercial, 
merchandising channels (especially retail levels)—volume 
would be reduced and marketing costs increased. 

. The use of direct payments helps to clarify the true current 
economic value of current production, which gives a basis for 
making adjustments in future support levels based on the de- 
gree of disparity between the market price and the support 
level. If this relationship between the market price and the 
support level is used to adjust future support levels (moving 
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average technique), this procedure will help to avoid requiring 
farmers to limit production in the form of imposing on them 
unpopular and often uneconomic governmental production 
controls and at the same time give them some protection 
against sharp and sudden changes in incomes. Direct pay- 
ments also can be made contingent on improved management 
practices, thus helping to justify their existence to the econ- 
omy as a whole. 


The following major disadvantages of direct payments as a 
method of price support may be noted. 


1. 


Administrative difficulties in making direct payments and ad- 
ministrative expenses constitute a serious but not an insur- 
mountable disadvantage. 

It has been pointed out that direct payments could not be 
based on the difference between each individual sale and the 
predetermined support price. If both the buyer and seller knew 
that the seller was to get a fixed realization regardless of the 
actual price paid, there would be opportunity for deals and 
other manipulations. In fact, this point probably would pre- 
vent the Government from taking too small an area as a basis 
for establishing a market price and the differential payment. 
However, if the average market price over a broad area—for 
example, a state was used, administrative difficulties along 
this line could be avoided. 

Another apparent disadvantage of direct payment would be 
that some period of time would have to be used as a basis for 
establishing the differential between market price and support 
price. If this period was too long, serious objections could be 
raised as a result of sharp changes of prices within the period. 
For example, if payments were made using the average market 
price for a month, a farmer who sold his hogs early in the 
month, when the price was high, might get a substantially 
higher total realization than the farmer who sold later in the 
month after there had been a significant decline in market 
prices. This disadvantage resulting in inequity to farmers 
probably could be avoided by using a short period of time— 
say a week—arriving at an average price within a given state, 
crop reporting district, or region. 

Another objection to direct payments has been made along 
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the line that these payments would necessarily have to be a 
uniform amount on all kinds, grades, weight ranges, etc., of 
that particular product. However, experience with the lamb 
subsidy and feeder cattle subsidy that was paid direct to pro- 
ducers, suggests that there are various ways of getting around 
this difficulty. For example, the bill of sale used as a receipt by 
the farmer to collect the direct payment would show not only 
the price but the weight which would permit adjustments be- 
tween weight ranges. In addition, the market prices received 
could be used as a basis of establishing the grade of the prod- 
uct. In other words, all sales between a certain price range 
could be assumed to be a certain grade, and all sales between 
other price ranges could be assumed to be another grade, and 
differential direct payments by grades could thus be made. 
Another serious difficulty that has been suggested has been 
that much of the product does not pass directly into the hands 
of a processor. For example, in the case of hogs, they may be 
sold to local dealers, through auction markets, to truckers or 
others, before they reach the packer. It is clear that where 
sales were made direct to a certified processor at a public 
market or elsewhere, the farmer could take his bill of sale to 
an appropriate Government agency and collect his direct pay- 
ments. On the other hand, if a farmer sold his hogs to a local 
dealer who shipped them to public market where they passed 
through the hands of a yard trader before they were sold to a 
slaughterer, it would be impossible to make the payment di- 
rect to the farmer, or to eliminate the possibility for the pay- 
ment to be collected more than once. Experience with OPA 
subsidies again would indicate that there is a solution to this 
problem. The direct payment would have to be made to the 
seller who sold to specified, certified processors. The fact that 
the marketing agent would receive the payment would result 
in his offering a price that would reflect the amount of the 
direct payment. This solution would preclude the use of the 
United States farm price series as a basis for establishing the 
current market price since part of the reported prices would 
include the direct payment. Prices by states or regions would 
have to be established on the basis of some normal differential 
between the price in that area and some central market within 
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that state or region. This would also preclude the possibility 
of direct payments influencing the prices farmers would report 
to the Government. 


. Direct payments would result in higher cash cost to the Gov- 


ernment since the demand for most agricultural commodities 
is relatively inelastic. However, cost to the economy as a 
whole would be no greater, and probably would be less (de- 
pending upon the use of the purchased product) since the 
public as a consumer, rather than as a tax payer, would have 
to pay the cost of the higher support market prices assured by 
purchase or loan or food stamp plan operations. 

More work needs to be done to determine just what the 
cash cost to the Government would be with the program of 
direct payments. For illustrative purposes, I have made a 
rough approximation of the average cost of direct payments 
to farmers for hogs for the period 1910 through 1945. Using 
estimates of total live weight of hogs sold, as published by the 
United States Department of Agriculture, which excludes 
farm slaughter, and using market prices that actually pre- 
vailed over the 36-year period, the average cost of direct pay- 
ments to farmers to keep hogs up to the parity level would 
have been approximately 340 million dollars a year. Payments 
would have had to be made in 28 of the 36 years, with the peak 
in payments of 930 million dollars in 1923. If 90 percent of par- 
ity had been used as a basis for establishing the direct pay- 
ments, the average cost over the 36-year period would have 
been 235 million dollars, and payments would have been made 
in 25 of the 36 years. If a 10-year moving average had been 
used as a basis of establishing the support level, the average 
cost to the Government, over the 36-year period would have 
been 128 million dollars, and payments would have been made 
in 15 of the 36 years. Much to my surprise, a 5-year moving 
average to establish the support level would have cost the 
Government about the same as the 10-year moving average— 
about 129 million dollars a year. 

I am sure that some of you are ready to point out that this 
comparison is not an accurate one since the market prices that 
have prevailed would not have been the same market prices 
that would have resulted if the support program had been in 
effect, since supplies would have been different. I agree with 
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this fully, but would like to suggest that over the 36-year 
period, costs would not have been much different because 
(a) there is only so much feed, and allocation between different 
uses would fairly well iron themselves out over a period of time 
(assuming support program on all commodities), (b) the most 
important factor determining change in price is the change in 
price level on the demand side, and (c) if moving average 
technique was used as a basis of establishing support levels, 
the lower price in any one year, resulting from larger supplies, 
would have resulted in the moving average dropping faster in 
later years. 

. This method of price support leads to the objection on the 
part of farmers that it constitutes a so-called “cheap food 
policy.”’ Farmers, as well as other groups, prefer subsidies to 
be paid indirectly through prices rather than directly through 
outright payments. 

. Direct payments are less flexible than a direct purchase pro- 
gram especially for minor, miscellaneous commodities, or 
when supply and demand price is only slightly below support 
levels. 
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SOME EFFECTS OF COMPENSATORY PAYMENTS* 


O. H. BrowNLEE 
Towa State College 


Y REMARKS are directed primarily toward some of the 

subsidiary or “by-product” effects o! compensatory pay- 
ments. The term compensatory payment is currently being used to 
describe a number of different proposals most of which are designed 
primarily to supplement farmers’ incomes. The proposals differ 
in the manner in which they would distribute compensation among 
farmers. Some would determine the distribution according to the 
volume of each farmer’s production weighted by the discrepancy 
between market prices and some price commitment—parity 
prices or some forward prices based on other than historical cri- 
teria. Others would base the distribution only upon the income of 
each farmer. The signal for distributing payments under some pro- 
posals would be given when the ratio of per capita farm income to 
per capita non-agricultural income fell below a specified level. 
Where forward pricing and compensatory payments are tied to- 
gether in a single program, a discrepancy between market prices 
and price commitments provides for distribution of these pay- 
ments. 

When compensatory payments are used to meet forward price 
commitments, the allocation of resources is determined largely by 
the pattern of forward prices. This allocation can be “‘good” (con- 
form to the pattern of consumer preferences as constrained by in- 
comes and expressed in the price system) or “‘bad,” depending upon 
the restrictions attached to the pricing principles. During the bal- 
ance of the period of the Steagal commitment, the allocation pat- 
tern may turn out to be somewhat inferior, since the pricing for- 
mula is based largely upon ancient historical price relationships 
which no longer adequately reflect relative costs or consumer 
preferences. 

The primary advantage of using payments to meet price support 
commitments is that it permits markets to be cleared through 
“normal trade channels” and avoids the accumulation of excessive 
storage stocks. Government could meet its pledges by buying at the 

* A paper presented at the Round Table on Advantages and Disadvantages of 
Direct Payments to Farmers as a Substitute for Market Price Supports at the an- 
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support prices and could then sell at prices which would clear the 
markets. But, there are some dangers in this procedure. 

Agricultural programs are sometimes “sold” to the general pub- 
lic on the grounds that they will be of marked benefit to the non- 
agricultural sector of the economy. Agricultural fundamentalists 
have claimed, for example, that supporting farm income would be 
sufficient to support also non-farm income. Some of the aspects of 
this contention merit discussion. There is some danger that such 
contentions may be oversold. 

The impacts of compensatory payments upon production and 
employment in the economy as a whole are likely to be brought 
about through the effects upon “markets’”—total money expendi- 
ture for goods and services. Action upon the level of employment 
via techniques which will affect “markets” bears the stamp of ap- 
proval of many economists. Such action permits separation of the 
problems of distributing income and full employment. The rich as 
well as the poor can be encouraged to expand their expenditures. 
And it also makes possible limiting the role of government as pro- 
ducer and employer to areas where government production is con- 
sidered to have advantages over private production. Public pro- 
jects of the “make work” variety can be minimized. 

Insofar as the total expenditure involved in compensatory pay- 
ments is directly related to the level of unemployment in the econ- 
omy as a whole, the effect of such payments can be to add strength 
to “markets” in periods of unemployment. If, when employment 
falls, payments to farmers are to be expanded, farmers’ purchases 
of goods and services might be kept at a higher level than would 
otherwise prevail. Provided that the obtaining of funds for such 
payments does not unduly restrict expenditure in the other sectors 
of the economy, a net expansion in total expenditures for goods and 
services could be the result. 

The impacts of compensatory payments upon the level of pro- 
duction and employment in the economy as a whole thus depend 
upon (1) the timing of these payments and (2) their effects upon 
total money expenditure for goods and services. 

Major depressions might be avoided if sufficient action can be 
taken to strengthen “markets” in the embryonic stages of a de- 
pression. The cumulative downward effects resulting from expecta- 
tions of unfavorable future selling conditions might be choked off. 
Thus, if compensatory payments were geared to employment in the 
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. economy as a whole, and there was no substantial lag between an 
anticipated fall in employment and an expansion in payments, 
some favorable anti-depression effects might be expected. 

Changes in prices occur as a result of changes in both supplies 
and demands. The weakening of “markets” as a whole is, of course, 
a weakening of demand for all goods and services. An over-all de- 
crease in demand has usually been reflected relatively soon in a fall 
in farm prices. In such instances, compensatory payments could 
help in fighting a more severe contraction in “markets.” However, 
the payments are likely to be made once annually—perhaps at the 
end of the marketing year. Almost an entire year could elapse be- 
tween the beginning of the over-all weakening in demand and the 
payments to farmers. During this period an incipient depression 
could develop into a severe one and the compensatory payments 
to farmers would have a negligible anti-depression impact. 

Changes on the supply side of the picture may impair the useful- 
ness of compensatory payments as an anti-depression device. A 
widespread crop failure coincident with the beginning of a depres- 
sion might call for no compensating payments even though the level 
of employment had fallen. 

Even though these payments were well timed, their impacts, 
while favorable, may be small. Farmers’ expenditures for goods and 
services are a relatively small percentage of total expenditures for 
goods and services. Industry rather than agriculture is industry’s 
best market. For example, cash income from farm marketings was 
equal to about 15 per cent of national income during the twenties 
and thirties. Assuming that farmers spent all of these receipts for 
the products of industry, an addition of 10 per cent to-these ex- 
penditures probably would affect “markets” relatively little. 

If policy makers are interested in maximum expansion effects 
upon “markets” per dollar of government payments made to indi- 
viduals, payments probably should be made primarily to low in- 
come wage earners and farmers rather than to farmers as a whole. 
The analyses of Stone and others indicate that farmers, on the 
average, had a somewhat lower propensity to consume than non- 
farmers. Farmers might be ‘argely satisfied to use their compensa- 
tory payments to build up their cash balances rather than to pur- 
chase goods and services. 

The manner in which funds are secured to finance any govern- 
ment expenditure will be important in determining the contribution 
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of such an expenditure toward the restoration of full employment. 
The condition necessary for a payment to an individual to add 
strength to “markets” is that his increase in expenditure be greater 
than the diminutions in expenditure which are brought about else- 
where in the economy as a result of the transactions involved in 
making this payment. Even though farmers’ expenditures are main- 
tained at a higher level than otherwise would prevail, obtaining 
funds through some sources could bring about a net decrease in 
expenditure for the economy as a whole. It is important in getting 
compensatory payments incorporated into policy that no defla- 
tionary tax devices be attached to them. Our experience with the 
processing tax to finance payments to farmers in the early years of 
the New Deal should not be forgotten. Compensatory payments 
should be considered as an item of general federal expenditure and 
can thus be integrated with the over-all tax-expenditure program. 

These remarks are not intended to discourage the use of compen- 
satory payments. Such payments can be very useful in bringing 
about certain income effects with a minimum of unfavorable im- 
pacts upon resource allocation. They avoid altering accepted proce- 
dures in rationing goods and services among consumers. While the 
impacts upon the level of production and employment probably 
will be favorable, this aspect of compensatory payments tied to 
forward pricing is relatively unimportant. 


DISCUSSION! 


It was noted that the timing of payments within a production year may 
not be very significant from a counter-cyclical viewpoint. If the direct 
payments are assured, farmers are likely to spend on the basis of antici- 
pated income, rather than in terms of actual income during the year. Asa 
consequence, annual payments may be sufficient if monthly or more fre- 
quent payments are impossible from an administrative viewpoint. 

It was objected that the arguments by Mr. Simerl that (a) farmers are 
basically opposed to direct subsidies, and (b) farmers (and others) will 
continuously push for higher and higher subsidies are inconsistent. If 
farmers do oppose direct subsidies on value grounds, they are unlikely to 
try to increase the amount of payments. 

All methods of supporting prices during depressions will redound largely 
to the benefit of half or less of the total number of farmers. Since the dis- 
tribution of the benefits is related to the volume of output, the farmers pro- 
ducing most will receive the most. The implication of this argument was 


_ } No attempt is made to identify the source of ideas brought out in the discussion 
since the discussants have had no chance to see the material included. 
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that other programs directly related to health, nutrition, housing and edu- 
cation were required if low income farm families were to be benefited by 
a farm program. 

The use of direct payments is likely to constitute a disguised export 
subsidy. This will presumably be true if output is larger as a result of the 
price support program. If output were no larger, exports would be the 
same. Direct payments have the advantage, compared to market price 
supports, of encouraging domestic consumption and reducing the volume of 
“surplus” which may be stored or exported. 

The Steagall program was presumably designed to provide time and 
incentives for adjustment of agricultural production from war to peace 
conditions. Within the spirit of this program, payments might be made con- 
ditional upon farmers making certain necessary production adjustments. 
If this is done, direct payments are the only feasible method of meeting 
the Steagall commitments. 
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RECENT DEVELOPMENTS IN 
ECONOMIC THINKING* 


L. Jay ATKINSON! 
Department of Commerce 


URING the war a great deal of economic research was 

stopped, especially research developing traditional economic 
theory as we usually think of it. Nevertheless, advances in econom- 
ics did not stop; in fact, they may have been somewhat accelerated. 
One of the principal things that happened was that economics was 
broadened. This came about in two ways: in the first place, the 
problems which we faced were in considerable part problems that 
had not been satisfactorily and systematically faced by economists 
before. Then, as in the past, economists set to work on these cur- 
rent problems. The result was a broadening of economics particu- 
larly in the field of business cycle problems. The advances which 
have been obtained are not strictly war products; they represent 
the cashing in on the research which was inspired by the depression 
problems. 

In surveying the development of economic thinking, I have de- 
cided against including something from the many fields in which 
economics has been advancing and instead concentrating upon a 
few central ideas that have developed too recently to have been 
incorporated into teaching but which now are ready for inclusion. 

The method of exposition to be followed is to approach these de- 
velopments through some economic facts which have been influ- 
ential in the development of the new ideas. Next, I will touch 
briefly promising developments and then mention a few new ideas 
in international economics and finally discuss developments in 
economic dynamics under three headings—aggregate income ap- 
proach, budget building, and business cycles. If there is a theme to 
this paper, it is that the developments in this last broad field, i.e. 
dynamics, are the most important, the most substantial and that 
accordingly it is here that our teaching is most in need of revision. 

Before getting into the economics developments proper, I wish 


* A paper presented at the Round Table on the Teaching of Economics at the 
annual meeting of the American Farm Economic Association at Philadelphia, 
December 27, 1946. 

1 The views expressed in this paper are the writer’s own and do not necessarily 
represent those of the Department of Commerce. The writer is indebted to E. Lloyd 
Barber of the Bureau of Agricultural Economics for valuable suggestions. 
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to say something about the importance of what may be called depth 
in economic training. In economics, as in some of the physical sci- 
ences, it is extremely important in the training of a student that 
he acquire a certain depth of understanding of theory. Sometimes, 
students begin to acquire this in undergraduate school, but more 
often it is reserved for graduate work and is usually acquired through 
what is often called a drill course in basic essentials of economic 
theory. Once a student acquires this understanding or discipline, 
he has a usable framework of reference with which he can, on his 
own initiative, tackle new fields and broaden his knowledge in vari- 
ous directions to a considerable extent. Furthermore, if thrust into 
a new and unfamiliar field in a job on which he is hired, he is able 
to orient himself to the problems of that area. 

On the other hand, a student who has the misfortune to miss be- 
ing subjected to such a drill course, fails to acquire the depth in his 
school training; for some peculiar reason, it is extraordinarily diffi- 
cult to acquire this depth by his own efforts. Even broad reading 
of carefully selected material usually fails to bring this understand- 
ing—the pieces in the economic puzzle just don’t seem to fit to- 
gether. 

Possibly, it is unnecessary to mention the other extreme, the 
student who becomes so enamoured with economic theory that he 
can never face real problems, but tries to attack each problem with 
due reference to the theorétical implications involved but with ut- 
ter disregard for other considerations, which are often of compelling 
importance. 

In approaching recent developments in economic thinking, a 
convenient method is to consider some important recent facts which 
have shaped the direction of economics. The reason why such an 
approach is an appropriate one is best illustrated by considering 
the nature of economic theory. The purpose of theory is to solve 
problems and this is its only justification. Since the problems which 
arise in the economic world are always complicated by special cir- 
cumstances which make solutions impossible on a realistic basis, 
the procedure of theory is to simplify the problem and attempt a 
solution piecemeal. This involves making certain assumptions 
which contain some of the important elements of reality. A problem 
arises when the facts change sufficiently so that the old assumptions 
are no longer meaningful. This has been happening in economics. 
The only solution is to develop new theory which is aimed more 
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directly at these new problems. Thus, economics, if it is at all alive 
to the problems which our society faces in the economic realm, 
must be influenced and directed by economic developments them- 
selves and be continuously oriented by the major facts with as little 
lag as is practicable. 

The period which has elapsed since 1929 has been filled with 
problems not intensively investigated by economists prior to that 
time. The economic theory which had been elaborately developed 
provided a background but not a handhold with which to grasp the 
problems which have demanded solution—in fact, economics didn’t 
give us even approximate answers. Fortunately, theory is not static. 
Economists have developed new theory attacking the problems 
with which the economy has been faced and in considerable part 
abandoning the problems about which economists were chiefly con- 
cerned before the great depression. Consequently, economics has 
not broken down under the stress of the new demands. Instead, it 
has taken a new tack. We have moved from Marshallian analyses 
of segments of the economy under the assumption of fully employed 
resources to a general approach to the pressing problems which 
arose and demanded solution. These problems are centered about 
the prevention of unemployment or—stated in positive terms— 
the maintenance of full employment of economic resources. 

The current approach to the general question of employment, 
interest, and money is being made in terms which bear a marked 
resemblance to those used by the late John Maynard Keynes. Even 
those who disagree with most of Keynes’ policies accept his refor- 
mulation of the problem of economic stability. The widespread 
influence of Keynes is illustrated by a prominent Keynesian with a 
statement that is particularly appropriate for this discussion, 
“Finally, and perhaps most important from the long-run stand- 
point, the Keynesian analysis has begun to filter down into the 
elementary textbooks; and as everybody knows, once an idea gets 
into these, however bad it may be, it becomes practically im- 
mortal.’”? 

In the past two decades two important facts have shaped and 
redirected economic thinking. The first of these is the course of the 
great depression which began in 1929. It was not so much the per- 
formance of the economy in 1930-31 which made such an impres- 
sion on economists. We had experienced severe recessions before, 


? P. A. Samuelson, Econometrica, Vol. 14, No. 3, p. 189, July 1946. 
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and we had developed explanations for them—they were traceable 
to certain price and wage rigidities and represented a temporary 
departure from a full-employment equilibrium which was not 
quickly restored because of frictions. 

The real shocker was the performance of the economy between 
1932 and 1940 including the short-lived partial recovery of 1937 
which never drew all of our resources into use. The failure of the 
economic system to return to an approximately full employment 
equilibrium shook economic thought deeply. In fact, the assump- 
tion of equilibrium at full employment and the reasons why it 
tended to be established rapidly became untenable, and the expla- 
nations of unemployment and depressed markets grew increasingly 
absurd. These older ideas about depressions and their causes were 
not actually disproven. Instead, the course of economic develop- 
ments undermined them at their weakest point—the assumptions 
on which they were based. As the assumptions became inappropriate 
the conclusions became unacceptable as explanations of depressions 
and unemployment. This unsatisfactory state of affairs was not 
immediately remedied by the emergence of the modern investment- 
savings theory of income determination, but a beginning was made 
by Keynes who presented the idea that equilibrium may be estab- 
lished at less than full employment and that there may be no tend- 
ency for full employment to be reestablished. The idea was basi- 
cally so simple—and in view of the sustained unemployment—so 
obvious that there is some danger that Keynes was overeager to 
show the shortcomings of the previous analysis. 

The second important fact which has shaped and redirected 
economic thinking arises out of the performance of the economy 
since the outbreak of war. Resources have been fully employed for 
a period of nearly six years. Furthermore, the war boom which de- 
veloped in 1941 was stabilized as long as the war lasted and for 
about a year afterwards—a feat which few economists regarded as 
at all probable. A few facts about this accomplishment deserve 
mention: 

A. The war budget was huge—in dollar terms about 100 billion 
annually. Taxes were not raised sufficiently to prevent a large in- 
flationary gap—which in itself is a new term that developed during 
the war period. 

B. The elasticity of production was far greater than economists 
had thought. In fact, the people who were nearer right on this score 
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were the general public and some of the popular writers. Without 
quoting the well worn statistics, the accomplishment in general 
terms is that the war production, which was greater than we or our 
enemies had thought possible, was produced without reducing our 
living standards. In other words, the war production was obtained 
from resources which were idle at the time of the outbreak: of the 
war. 

C. The elasticity of production was an important link in the 
successful control which we obtained over our economy. The con- 
trol was not merely price control exercised by OPA, but included 
WPB measures, wage stabilization, and subsidies. The control 
which was exercised was more detailed than had been attempted 
previously in this country but not as detailed as economists thought 
would be needed to do a thorough job. On the whole, economists 
underrated the effectiveness of control. 

Possibly, a postscript should be added about what happened in 
1946. Although it is too soon to draw conclusions most economists 
except for the influential minority who felt that any control was 
undesirable, feel that controls were dismantled too rapidly, and 
that a large part of the benefit from price control is in danger of 
being lost. 

As a result of the four-year period of excessive aggregate demand 
which was rather obviously brought about by governmental fiscal 
policy, a great deal of interest has arisen in the possibility that if 
the government can provide prosperity and insure jobs in wartime, 
dées it not owe that much to citizens in peacetime to provide them 
with an opportunity to work. This feeling has been strengthened 
by the avoidance of mass unemployment in the first year after the 
war during which war workers and veterans were absorbed rapidly 
into civilian employment. 

The reasoning of the public on this matter may not be sound and 
it is not based upon a full awareness of the differences between war 
and peace production, but the conviction is strong and one to be 
reckoned with as a political force, and if it is basically correct, it is 
likely to be particularly important. 


Promising Developments 


The first of the promising developments in economics is called 
the probability approach to the statistical treatment of econometric 
problems, and some recent work in this field associated with Haa- 
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velmo is even more formidable than that title suggests. In the past, 
the main idea has been to calculate the so-called errors involved in 
the solutions which are obtained. Thus, in the formulation of an 
economic problem, provision was made for calculating an answer 
and a probability that the answer is within a given range of the 
true answer. 

In recent studies, Haavelmo and others show that an acceptable 
and valid probability theory applying to economic variables re- 
quires the establishment of many simultaneous structural rela- 
tionships between these variables. This leads to entirely new 
procedures for estimating values such as elasticity of demand, for 
example. These procedures as originally worked out were far more 
complicated than conventional regression analysis, but Girshick 
and Haavelmo have worked out simpler methods of computation 
which are being presented at Atlantic City, next month. 

The second promising development to which I wish to give pass- 
ing attention is called the theory of expectations. It has been con- 
ventional in economic analysis of the behavior of the firm to ab- 
stract from uncertainty by assuming that the entrepreneur has 
perfect knowledge of the future selling price of the product, future 
purchase prices of the productive factors and the technical coeffi- 
cients of production. The existence of lack of perfect foresight in 
each of these instances creates a problem of uncertainty. The entre- 
preneur is not able to forecast future prices with even a high de- 
gree of accuracy; nor is he able to estimate without error the rate 
in which productive factors can be transformed into product. 

Several writers in recent’ years have endeavored to analyze 
producer behavior with uncertainty present. The method has in- 
volved an assumption about the nature of the entrepreneur’s antic- 
ipation of the uncertain elements which he must consider in his 
planning. 

The simplest assumption is that the entrepreneur has one esti- 
mate of each uncertain element—product price, factor price, input- 
output ratio, et cetera—that he regards this estimate as certain, 
and acts to maximize the expected discounted net revenue over the 
time period for which he is planning. 

A more elaborate assumption is that the entrepreneur’s estimate 
takes the form of a series of outcomes, each of which is considered 
more or less likely. The estimate can thus be conveniently repre- 
sented as a probability distribution. An analysis of his behavior, in 
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this case, must consider his aversion or preference for risk in maxi- 
mizing net revenue over time. 

A third assumption is that the entrepreneur’s estimate is in the 
form of not one but a series of probability distributions. He does 
not have complete confidence in the probability weighting he has 
given the several expected events, and attaches a probability value 
to the entire distribution. Thus, we have a probability distribution 
of probability distributions. 

This is a field in which the hypothetical assumptions are well in 
advance of empirical research. There is a need for research that will 
provide data on the nature of producers’ anticipations, and the 
manner in which planning is carried on in the face of business un- 
certainty. 

Fortunately, the third of the promising developments is a little 
more concrete than the previous ones and not so difficult to explain. 
It is a contribution to economic thinking resulting from the applica- 
tion of more powerful and objective sampling techniques to the 
collection of economic data. It has long been recognized that most 
of our key series in agriculture, commerce, and labor, are based 
upon subjective statistics not embodying the latest sampling meth- 
ods. A lead in remedying this situation is being taken by the Bureau 
of the Census, and the Bureau of Agricultural Economics is begin- 
ning to collect data from a carefully designed sample which in time 
should replace many of the series now based on mailed question- 
naires and provide us with additional information not now avail- 
able. 

A related development in statistics is the collection of data which 
are tailored to fit economic concepts. This has affected economic 
thinking not only by furnishing the basic data desired but also by 
requiring a clarification of the concepts themselves. For example, 
the collection by the Census of monthly estimates of the labor 
force has stimulated a redefinition of employment and unemploy- 
ment. In order to add precision to these concepts, a new category 
had to be developed showing those with a job but not at work. In 
several months during the past two years, this group has been more 
numerous than the total unemployed—i.e., those without a job. 


Developments in International Economics 


The swift pace of developments in the international field is so 
striking that we must be careful not to discuss events merely be- 
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cause they are important developments but to restrict discussion to 
those changes which have had an important influence on economic 
thinking. One such development which is important from both of 
these standpoints is the revival of interest in the expansion of multi- 
lateral trade, which is being spearheaded by the United States. In 
the decade prior to the war, ever-increasing trade restrictions 
seemed to be throttling international trade and limiting it to special 
arrangements between certain blocks of countries. Thus, the im- 
petus which has been given to promoting international trade repre- 
sents a sharp reversal of trade policy. The general aim of the United 
States and the countries which are cooperating in the trade expan- 
sion program is broadly similar to that which economists have 
traditionally espoused, but the specific measures are only partially 
orthodox; a revision of the international gold standard and a shift 
in the adjustment of individual countries to international develop- 
ments reflect some change in the economists’ conventional ideal of 
free trade. These will be discussed briefly in turn. 

The United States is taking a lead in obtaining a relaxation in 
barriers to trade by means of reciprocal trade treaties and the most 
favored nation clause. The international gold standard which was 
regarded by most economists until recently as an aid to trade is not 
to be restored. There is no disagreement that it did not work in the 
past—and the prevailing opinion among economists is that it is 
unworkable or at any rate, undesirable, although some dissent on 
this point. But in any case, it is dead. 

Gold is not to be demonitized, however, and under the inter- 
national plans which are being worked out, it will play a large role, 
but adjustments will not be worked out as would be required if all 
nations were on the gold standard. In particular, the deflation 
which was under some circumstances required and which often re- 
sulted in prolonged unemployment rather than a fall in prices, 
will not be mandatory for nations which develop adverse balances. 
On the other hand, the evils of competitive exchange depreciation 
are to be avoided by use of the International Monetary Fund which 
is designed to fix after consultation with the individual countries 
the postwar structure of exchange rate. Although the aim is to 
promote stability of exchange rates, provision is made for an orderly 
adjustment of exchange rates when needed to correct a funda- 
mental disequilibrium. The Fund also aims to aid members to 
achieve balanced trade without resort to deflationary policies— 
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thus correcting a fatal weakness of the gold standard. Finally, the 
Fund is to aid in removal of foreign exchange restrictions which 
hamper world trade. 

One of the definite departures from economists’ earlier notions 
about free trade is the increasing emphasis upon achieving stability 
in international trade by specific international agreements. Now 
that most major exporting countries are supporting the price of 
agricultural products, international commodity agreements on 
food and agricultural products are being worked out to prevent 
unsettling price changes from disrupting world raw material 
markets. In addition, Britain’s bulk purchasing agreements are to 
be part of the immediate postwar scene. 

Another threat to stability has not been resolved—that is the 
internal stability of the separate countries, particularly the 
United States. Because of the importance of the United States 
market, world trade is closely geared to economic activity in this 
country. When the United States is in full production, the demand 
generated for imports is very great, but when U. S. production is 
curtailed, the import market collapses—a collapse that the world 
fears and one which they feel that we have not accepted the 
responsibility of preventing. Accordingly, they say that it is nec- 
essary for them to make provision for protection against this ca- 
tastrophe to world trade. 

Another aid to the development of postwar commerce is the In- 
ternational Bank, which has been founded in order to make loans 
for reconstruction and for the development of backward areas, but 
the theoretical implications of the bank are less interesting than in 
the case of the Monetary Fund. 


Aggregate Income Approach 


One of the new trends in economic thinking is the emphasis 
placed upon measurement of the total output of the economy. In a 
narrow sense, this new approach is not economic theory at all, but 
merely an accounting process for the economic system as a whole. 
It is arranged, however, to facilitate analysis of changes in the en- 
tire economy which are important for economic theory. In a broader 
sense, the new emphasis represents the concentration on the prob- 
lem of maintaining aggregate demand—sometimes called macro- 
economics as distinguished from micro-economics. On the one 
hand, the aggregative approach is related to the business cycle 
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problem which will be discussed below and on the other, it has 
given rise to model building, in which national budgets are pre- 
pared, usually under alternative assumptions concerning fiscal 
policy. 

Economists have long been familiar with the national income 
concept which has been used as a measure of economic activity. 
During the war, there was a tendency for economists to use the 
gross national product or expenditure as an over-all measure of the 
output of the economy. These estimates are prepared quarterly 
and presented in the Survey of Current Business. Since the national 
income is familiar, it is convenient to explain the gross national 
product by comparing the two concepts. 

The national income represents the sum of the payments to the 
factors of production or of the earnings of all persons and property 
used in production. It includes (1) total wages, salaries, and other 
compensation of employees, (2) interest and net rents received by 
owners of property used in production, (3) net income (profits) of 
proprietors of all unincorporated enterprises, (4) dividends, and 
(5) profits earned but not paid out by corporations. 

If to the sum of national income is added depreciation and ac- 
counting charges as well as taxes paid by business, the result is an 
estimate of gross national product. It is a gross estimate of the out- 
put of the economy because it does not include an allowance for 
depreciation and depletion and because it includes some double 
counting; that is, some of the services of government, such as fire 
and police protection are aids to business production and should not 
be listed separately since they are included in the estimate of busi- 
ness output. 

A second way of estimating gross national product is to estimate 
directly the total value of private output of goods and services in- 
cluding any net change in the physical volume of inventories and 
to add to this an estimate of government output which is made by 
assuming that government output is worth what it costs. 

No allowance is included in gross national product for the double 
counting between private and public output which was referred to 
above. If a good estimate were available of the aid rendered to busi- 
ness by the government, its subtraction from gross product would 
render a better estimate of the output of the economy. The method 
used in estimating the national income is to assume that government 
aid to business is equal to business taxes paid. This is a very simple 
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rule, but it is also a very arbitrary one and it can and has in recent 
years resulted in some rather large errors in estimating the output 
of the economy. There is no attempt made to provide aids to busi- 
ness equal to the taxes collected from business. Thus during the 
war, business taxes were sharply higher, and according to the 
method used for estimating national income, the higher taxes 
brought larger deductions from the national income. The result 
was that the rise in national income during the war years under- 
stated the actual rise in output. In the current year (1946), how- 
ever, the lower business taxes will have the opposite effect— in- 
creasing national income estimate—although no actual increase in 
output of goods and services is associated with the tax reduction. 


Model Building 


The development of the national income and product tables has 
facilitated thinking in terms of the economy as a whole and has led 
to model building. The individual items shown can be estimated for 
future periods by making certain assumptions. Then the effect of 
alternative fiscal policies upon the level of aggregate demand can 
be calculated. At present, bitter disputes are in progress concerning 
the conclusions derived from such model building. 


Business Cycle Developments 


Possibly, the greatest advances which have been made in eco- 
nomic thinking in recent years fall within the general area of busi- 
ness cycle economics. This is not surprising if one considers the 
general history of development of economics—that is, the close 
relationship between economic problems and economic thinking. 
Certainly the biggest problems facing the economy are those arising 
out of the great fluctuations in business activity which seem to 
plague a:' modern industrial society. As has happened before, the 
solutions which are being developed show some lag from the time 
when the problem became acute. Thus, when the great depression 
began in 1929, economists were unprepared for meeting the prob- 
lem, and as I shall indicate the general solutions which economists 
favored at that time, are now regarded as singularly ineffective and 
even inappropriate. 

There has been a very rapid change in the point of view of econ- 
omists which is paralleled in part by the general public concerning 
the nature of the cycle problem and the steps which should be taken 
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to avoid the great swings in business activity and the paralysing, 
demoralizing unemployment which is associated with the down- 
swing. There is not yet general agreement on these ideas, yet the 
degree of agreement is rather large and the area of controversy 
smaller than is usually supposed. A simple way to indicate the 
broad outlines of the new thinking on these matters is to state the 
present views as a series of propositions and to contrast these with 
views which prevailed some ten to fifteen years ago. 

The ten propositions which follow command wide support from 
students of the business cycle, although it is perhaps unnecessary 
to add, not all economists agree upon them. In the exposition both 
of the area of agreement and of the area of disagreement, attention 
is focused upon representative views to the almost complete neg- 
lect of extreme positions even though the latter are important, 
particularly because of the attention which they receive in non- 
technical publications. 

1. Full employment is not a natural equilibrium point toward 
which the economy tends, but is an unusual situation which is 
reached only occasionally and which often seems an unstable posi- 
tion. Rather equilibrium may be reached at a position considerably 
short of full employment. 

2. The evils of depression and mass unemployment demand a 
solution. A government will have to be able to show that it is mak- 
ing a positive effort to solve these problems in order to survive. 

3. We can prevent depression. There is rather general agreement 
on this point by students of the business cycle regardless of their 
point of view. The public has arrived at substantially the same con- 
clusion which, however, is expressed in terms of jobs. When mass 
unemployment threatens, the unemployed as well as others will 
demand that the government provide jobs, and there will be a pref- 
erence for real jobs not work relief. 

4. As yet, we have not taken steps to reduce the severity of the 
swings of business activity although we have given recognition to 
the problem in the creation of the full employment commission. 

5. The major immediate cause of fluctuations is the change in 
the aggregate demand of individuals, business, and government. 
Equilibrium is unstable over a wide range; that is, declines from a 
high level of business activity are not quickly corrected, but tend 
to become cumulative for a considerable range and subsequent 
gains in business activity come about slowly and gradually. As a 
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result, the average level of utilization of resources is well below full 
or optimum by any reasonable definition. 

6. Fluctuations will tend to become larger and unemployment 
greater as income rises and the proportion spent on consumers’ 
durables and producers’ goods increased, for it is in these areas that 
the unsettling forces are found. 

7. Depressions may last long periods of time. Low demand fails 
to attract investment and to draw idle resources into employment. 
As a result, the prospects for profits remain dim, and recovery is 
delayed. 

8. The government has the major responsibility to even out the 
cycle—a responsibility which it cannot shift to any other group. 
Business cannot be expected to take this responsibility and it is 
idle and deceiving to attempt to rely on them for this task. 

In fact, business as well as individuals, will find it prudent to 
take action which will tend to aggravate rather than damp the 
swings in demand and it is rather foolish to advise them to do other- 
wise. For example, when a recession threatens, the individual firm 
will find that the reduced demand for its output is most appropri- 
ately handled by reducing expenditures. 

9. The Government must stabilize aggregate demand. Govern- 
ment activity has become so large that it cannot be neutral in its 
effect regardless of any moderate reduction which may be consid- 
ered desirable. Accordingly, the government’s effect must be posi- 
tive. That is, the government must adopt countercyclical, fiscal- 
monetary policy which will even out the great swings in demand. 

10. Individual and business demand is subject to wide swings. 
In broad terms, the government must arrange its activities to 
maintain aggregate demand on an even keel. More specifically, the 
government must regulate its taxation and expenditures so as to 
even out the cyclical swings. 

With these ten propositions, we have about exhausted the area in 
which there is any tendency for broad agreement and from this 
point on, we must recognize a split between the two major groups 
of business cycle students. Although there is agreement on the na- 
ture of the major problem and upon the general means to be used, 
there is sharp division on the specific measures and particularly on 
the degree of each which is required or desirable. 

Before going into this area, let us pause to see some of the major 
changes which have been made from say, fifteen years ago. There 
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are at least two major casualties from the orthodox view: First, the 
balanced budget is out. This long-venerated canon of public policy 
is rejected by both major schools of cycle theory. It is not thor- 
oughly discredited in the public view and it is still current in finan- 
cial publications and other sound quarters, but the trend of events 
may force reform on this point if the economists go unheeded. Sec- 
ond, the classic economists’ explanation of the depression problem 
was that a major cause of depressions was the development of cer- 
tain rigidities in the economy, chiefly wages and prices which pre- 
vented rapid adjustment to the onset of a depression. What was 
needed, the reasoning went, was the introduction of flexibilities 
into the price and wage structure. Let’s turn to these points in the 
order given. 


Shift in Budget Adjustment 


When the great depression began in 1929, and for at least four 
years thereafter, the policy of the government of meeting the de- 
pression had the general support of economists. A keystone of this 
policy was that the budget must be carefully and meticulously 
balanced. A deficit of even a few hundred million was regarded as a 
very serious failure of government policy toward business and the 
public generally. Let me make clear that this policy was accepted 
by both major political parties. In fact, any other approach was 
unacceptable even to labor groups threatened with the growing 
menace of mass unemployment. 

Without going into the reasons why the shift in thought occurred, 
let us turn to the view which prevails among students of the busi- 
ness cycle today. If the aggregate demand is excessive, the govern- 
ment should have a surplus of receipts over expenditures in order 
to curtail demand and to prevent a boom. On the other hand, if 
aggregate demand is deficient, then the government should have a 
deficit of tax receipts in relation to expenditures. This will stimulate 
demand of individuals and business. At this point, there is a double 
disagreement among economists. 

The first relates to the probability that a deficit will be required. 
This disagreement is behind the rather futile but acrimonious dis- 
pute about the mature economy. One group maintains that we have 
reached a mature economy status and that to get anything like full 
employment of resources in the future, large and regular budget 
deficits will be required. The other wing is busy laying the bogey 
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of economic maturity. Apparently, the people on the two sides of 
the controversy, if confronted with a given demand situation, would 
nearly always agree whether a deficit or a surplus was needed, for 
they both accept the responsibility of the government to adopt a 
compensatory fiscal policy. 

But the second disagreement is somewhat more fundamental; it 
is concerned with the means used to achieve budget deficits and 
surpluses and with the importance of certain monetary-fiscal re- 
forms. 

The first point of view—the conservative, we will call it—is that 
the compensatory fiscal policy should be brought about primarily 
by changes in tax rates rather than by changes in government ex- 
penditures. They point out that the demand for government ex- 
penditures does not vary inversely with aggregate demand and 
that to make changes in expenditures in order to stimulate and to 
repress demand will result in wasteful spending and boondoggling 
projects. 

By reducing tax collections, the spending of individuals and of 
business can be quickly and effectively stimulated and the in- 
creased income remaining in private hands can be spent in accord- 
ance with the demand for goods and services, thus avoiding an 
arbitrary decision by the government which has not demonstrated 
itself to be so wise in such matters. When opponents of this point of 
view argue that the reduction of taxes will not be sufficient to stim- 
ulate demand if a recession is underway, they reply that if necessary 
the government can collect negative taxes, that is, distribute money 
in order to give a fillip to demand. Furthermore, by providing for 
built-in flexibility in tax collections, the change in the budget can 
be accomplished more quickly than by increasing government ex- 
penditures. Some of those in this group wish to reduce the total 
amount of government expenditures over the long period and give 
a rather high place to monetary reform, generally of the 100 percent 
money type and a few of them retain some interest in central bank- 
ing regulation of the rate of interest and open market operations. 
The confidence in central banking regulation, however, is consider- 
ably less than a decade ago—it is more effective in controlling 
booms than in ending a depression. As a measure of stability there 
is some preference for using a general index of prices rather than the 
full employment criterion. 

The second point of view—the progressive or radical, depending 


276 J. L. ATKINSON 


upon whether it appeals to you or not—is that both taxes and ex- 
penditures should be varied in order to get the compensatory effect 
needed to stabilize aggregate demand. Some stress the expansion in 
government spending, pointing to great needs which only the gov- 
ernment can fill such as low-cost housing, hospitals, schools, roads, 
city planning, and regional development authority, all of which can 
be planned to vary inversely with business activity and without 
wasteful expenditures. In general, this group places less emphasis on 
monetary reform and central banking policy and sees stability in 
terms of full employment rather than price stability. 

Now that we have discussed the changed point of view of econ- 
omists toward government fiscal policy, let us look at the change 
in regard to the importance of flexibility of prices and wages in 
order to counter the forces of deflation. Neither of the two major 
groups of economists feel that we can expect to rely upon obtaining 
more flexibility as a major pillar in meeting shrinking aggregate 
demand. The one group points out that the flexibility needed to 
reverse a deflationary development is so great as to be unfeasible to 
attempt to obtain and, even if possible, it might not be desirable. 
The other group feels that price flexibility is unattainable and that 
wage flexibility is undesirable. When deflation threatens, they say, 
wage rates should be maintained as this will tend to maintain the 
income of workers who do not lose their jobs. This favorable effect 
is considered to more than outweigh the loss in employment which 
may be sustained because wage rates are not lowered. 

Now for an area in which thinking has not solidified—a special 
problem arising out of the full employment situation. Although 
there is some difference between the methods used to obtain full 
employment, both major groups of students point toward full em- 
ployment or its equivalent as an objective and both feel that with 
the adoption of some specified measures that the maintenance of ag- 
gregate demand at a high level is a practical goal. But at this point, 
we encounter a real dilemma: If we assume that the Government 
will faithfully discharge its responsibility for sustaining total de- 
mand at a high level, then what will happen if business believes that 
the Government will underwrite a full-production economy and ac- 
cordingly decides that since business is practically guaranteed to be 
good that they should raise prices in order to exploit this guaranteed 
market. Similarly, what would happen if labor is dissatisfied with 
the wage rates obtained in a full-employment economy and should 


REcENT DEVELOPMENTS IN Economic THINKING Q77 


seek to obtain higher wages? The danger in such a situation of de- 
veloping an inflationary price spiral is immediately.apparent, but 
nobody has come forward with a satisfactory solution to this mod- 
ern dilemma—possibly, we will hear it discussed at length in the 
years ahead. 

This rounds out our survey of recent developments in economic 
thinking and it reveals important advances which should be in- 
corporated into the teaching program. The shift which has taken 
place in economic research from micro-economics to macro-. 
economics should be paralleled in part by adjustments in the college 
curriculum. One such adjustment which might improve the training 
of an agricultural economist is to offer him a course in business 
cycles, even at the expense of some work in, say, agricultural prices 
or money and banking. But such decisions as this are the main 
purpose of the discussion which is to follow. 


THE ELEMENTARY COURSE* 


L. 
Towa State College 


ROM time to time an article may appear in the professional 

journals dealing with the problem of the elementary economics 
course. For the most part, however, these articles create no heated 
controversy. There are no Marshalls or Keynes in the field of eco- 
nomic education. In spite of the tremendous strides in our economic 
science during the past twenty-five years, the elementary course 
continues to follow solid neo-classical dogma, sparsely flavored here 
and there with Chamberlinian or Robertsonian digressions on im- 
perfect competition. Occassionally one may also find the name of 
Keynes quoted in vain. But the pattern in all this is unmistakably 
clear—Production, Distribution, Value and Exchange. These are 
our benchmarks. Only an heretic would deviate from these “‘holy” 
categories. 

Textbooks for the elementary student are in part responsible for 
this pathetic state of affairs. But for the most part responsibility 
must be shouldered by the men in the profession at large. We have 
been too pre-occupied with research to waste time developing a 
body of information that can be easily digested by the lowly stu- 
dent. And yet we naively wonder why our research efforts are not 
acceptable to the average citizen we intend to serve. We are unable 
to comprehend the simple fact that policy proposals based on sound 
research will not be acceptable to economic illiterates, swayed more 
by emotion than sophisticated analysis. 

It has been suggested that my comments be directed toward cer- 
tain aspects of the first course in economics which might be con- 
sidered antiquated and consequently could be omitted. Such com- 
ments will assume a greater amount of homogeneity in the various 
“principles” sequences than probably exists. “‘Principles” do not 
have the same content in every college or university. Nevertheless, 
there is a great deal of similarity, as can be noted in the briefs given 
to such courses in college catalogues and in the marked similarities 
in the standard texts. 

It is my belief that, although some things that are now included 
in the principles course can be omitted, the problem is primarily one 
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of re-weighting the various parts of the course. A rather drastic 
rearrangement seems warranted in view of the changes in emphasis 
which have been given to various economic problems. 

The weights which should be given to the various parts of the 
“principles” course obviously depend upon the objectives of this 
course. Many students will have in “‘principles”’ their only exposure 
to formal training in economics. Others will be exposed to additional 
training. In any event, we cannot hope to make economists out of 
our “principles” students. This means that we must indeed con- 
centrate upon “principles,” indicating the nature of the economic 
problem and the methods by which it may be solved. A minimum of 
description of institutions seems implied. And this description 
should be of institutions that are currently important or are ex- 
pected to be of importance in the future—not institutions that were 
important in the 18th and 19th centuries. 

Perhaps the most we can do in the “principles” course is to 
create a different “attitude” on the part of the student toward eco- 
nomics. The typical student comes to college with certain prejudices 
obtained from his parents or his community. These may favor 
tariffs, oppose collective bargaining, favor “‘sound”’ money, or fa- 
vor “‘socialization.”” But, whatever their nature, these beliefs are 
strictly prejudices arrived at without adequate analysis. The stu- 
dent needs to be encouraged to examine these beliefs and expose 
them to whatever economic analysis we can provide in this princi- 
ples course. 

We cannot fit the student into the role of economist. But we can 
create in him an interest in economic problems and a belief that 
those who specialize in economics have some qualifications for solv- 
ing these problems. 

To be more specific in my suggestions, let us examine a “typical” 
course outline. It is frequently built around value and distribution, 
with international trade, money, business cycles and other things 
thrown in for good measure. While much of this material will be of 
value to the student, he infrequently sees how it all fits together. 
Even the typical student specializing in economics gets only the 
pieces of the puzzle and finds after a few years of graduate study 
that these pieces can be fitted together into a set of tools capable of 
aiding him in economic analysis. 

Considerable interest is currently being expressed in what might 
be called the “national income” approach to principles of economics. 
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At least one text is available to supplement the standard texts and 
permit the principles course to be built around the factors determin- 
ing the size and distribution of the national product. Additional 
texts will soon be off the presses. Into this approach may be woven 
discussion of the importance of “‘markets”’ in an enterprise economy 
and the effects of various private and government policies upon 
markets. Thus the theory of money and fiscal policy plays a role 
which the student can easily visualize. Labor problems become an 
important element in discussing the supplies of resources. And the 
theories of consumer behavior and production can be shown to be 
of some relevance. 

If this approach is utilized, we might omit from the principles 
course the things we have built around “functional distribution.” 
While the problems discussed under this title of “functional dis- 
tribution” are important, they are pricing problems—the things 
priced being resources. The prices of resources are but one of the 
factors determining personal income distribution. The ownership 
pattern of resources and the modification in the flow of income im- 
posed by fiscal techniques are also determinants. And, the pricing 
of resources is of importance in considering problems other than 
personal income distribution. The whole resource allocation prob- 
lem obviously cannot be viewed independently of resource prices. 
And the level of employment is certainly influenced by the prices of 
labor resources. 

Regardless of the approach which is employed—unless our route is 
via economic history or the history of economic doctrines—we can 
omit discussion of such phenomena as Gresham’s Law, Bimetalism, 
and even the Gold Standard. 

Let’s view briefly the subject-matter of economics in rather broad 
terms. For the most part the average elementary student is ex- 
posed to micro-statics. At the present time I would say the particu- 
lar category we have selected is not only an arbitrary one but far 
less useful to the student than macro-statics, for example. 

I am suggesting the following sequence for a course in elementary 
economics as a somewhat superior approach to the traditional eco- 
nomic quadrangle used so frequently in our teaching. It may be 
criticized severely for clinging to the concept of equilibrium. How- 
ever it does have this advantage: it attempts to weave the thread of 
equilibrium throughout the fabric which constitutes an introduc- 
tion to economics. And each thread in the analysis leads logically to 
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the central core of the sequence—an analysis of business cycles. 
One further advantage may be noted. It permits a complete dis- 
cussion of the institutional factors to be tied in directly with the 
analysis, thus making them more meaningful. 

What then are the essential elements of this sequence? The course 
attempts first to divide the economy into several broad markets, 
namely, the commodity market, the labor market, the savings and 
investment market and the money market. Without going into de- 
tail, some of the essential elements discussed in each of these mar- 
kets are the following: 


The Commodity Market 


1) The significance and functions of the price system. 

2) Price determination under various competitive situations. 

8) The reaction of the firm to prices. 

4) The allocation of resources by a single firm and among several firms. 
5) Equilibrium in the commodity market. 


The Labor Market 


1) Labor as a factor of production. 

2) The production function. 

3) The determination of wage rates in a purely competitive market. 

4) The influence of trade unionism, custom, and government on wage 
rate determination. 

5) Institutional factors in the labor market. 

6) Unemployment equilibrium in the labor market. 


The Savings and Investment Market 


1) The consumption function. 

2) The savings function. 

3) The investment function. 

4) The interest rate. 

5) The role of profits. 

6) Equilibrium in the savings and investment market. 


The Money Market 


1) The theory of money. 

2) Credit and banking. 

3) The Federal Reserve System. 

4) Equilibrium in the money market. 


The Business Cycle 


1) Inter-market equilibrium 
2) From statics to dynamics (the cob-web theorem applied to the savings 
and investment market). 
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The Control of Business Fluctuations 


1) Theories of the business cycle. 
2) Corresponding proposals for their control. 
$3) Taxation and Public finance. 


Special Problems in the American Economy 


1) Agriculture 
2) Transportation 
3) Foreign Trade 


Primary emphasis in the discussion of each market is placed on 
the concept of equilibrium in that market. However, after treating 
the markets under the usual ceteris paribus assumptions, an at- 
tempt is made to determine whether the markets are mutually 
consistent with each other. If this is the case, one of the markets is 
purposely thrown out of equilibrium and the repercussions are 
traced throughout the remainder of the system. 

From an analysis of this sort the student is made to understand 
the complex relationships and interdependence of the various seg- 
ments of the economy. He no longer has the feeling, which charac- 
terizes many of our present day elementary economics students, 
that somehow several missing links have failed to tie the content of 
the course together. 


DAIRY MARKETING RESEARCH ROUND- 
TABLE MEETING* 


Leader: R. K. Froxer, University of Wisconsin 


“A summary of research affecting the market demand for dairy products and an 
evaluation of alternative public and industry policies for maintaining and expanding 


market outlets.” 

This report is being prepared by a drafting committee appointed 
by Directors Noble Clark of Wisconsin and C. E. F. Guterman of 
New York. Members of this committee are R. K. Froker, Alan 
MacLeod, and Leland Spencer. The report in its present form repre- 
sents an early draft and is presented to stimulate discussion and 
suggestions for improvement. Because of its preliminary nature it 
is not reproduced in the proceedings but is expected to be published 
at an early date. In order to indicate the background against which 
the discussions of Wesley Bronson and H. Alan Luke were pre- 
sented, a brief description of the scope and content of the report is 
desirable. These are as follows: 

First, a brief description is given of the changes that have taken 
place in the dairy industry during the war and the position of the 
industry at the present time. This description shows farmers’ 
disposition of milk and its utilization in the various dairy products. 
Data on per capita rates of consumption of dairy products and on 
purchases for military use and export are included. 

Using this bird’s-eye view of dairy production and utilization as 
background, the more important uses of dairy products are ex- 
amined, one by one, and the causes of changes in their consumption 
are indicated. Before this is done, the report cautions against think- 
ing of each dairy product as distinct and unrelated to other dairy 
products and to other foods. It is pointed out that markets are not 
independent of one another. 

The report proceeds to summarize knowledge of the demand for 
dairy products and make it available to all who can use this in- 
formation. Separate sections are devoted to fluid milk, cream, 
butter, cheese, evaporated and dried milks, and ice cream. 

Following the presentation of facts about the demands for in- 
dividual dairy products, this knowledge is brought together in an 
effort to find out how different circumstances would affect these 
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demands. The effects of (1) changes in national income, (2) price 
changes, (3) reductions in marketing costs, (4) low cost methods of 
distribution including school lunch, food stamp and relief milk 
programs, (5) educational and advertising programs, (6) developing 
markets and uses for new products and packages, (7) improving 
quality, and (8) developing export markets, are considered. 

The final section of the report had not been prepared in time for 
presentation at the Farm Economic Association meeting. It will be 
in the nature of a summary and will make some further evaluation 
of the relative importance of various public and industry plans for 
maintaining and expanding market outlets. Particular attention 
will be paid to the needs for further research work and the direction 
which that work might take. 

A statistical appendix and a bibliography of publications dealing 
with the consumption of, and demand for, dairy products complete 
the report. 


DISCUSSION* 


Wes ey H. Bronson 
Whiting Milk Company, Boston, Massachusetts 


In the very excellent report which Mr. MacLeod has given us we have a 
wealth of information which will help in meeting some of the problems 
facing the marketing of dairy products. The analysis of the historical de- 
velopments of the industry in recent years, how the supply has varied and 
how the dairy products have been used with the changes which have taken 
place during the war period due to the requirements for military uses 
presents a picture which has to be studied in looking toward the future. 
The large increases in manufactured milk products needed for military 
uses and the development of additional facilities for handling such prod- 
ucts such as evaporated milk, powdered milks, will be an important factor 
in prices for such products in the future. The very large increase which 
has taken place in fluid milk sales presents the problem as to whether such 
sales can be maintained. The fluid milk industry has been studying meth- 
ods by which these high fluid milk sales can be maintained. 

The increase in fresh milk sales was remarkable and something which the 
fresh milk industry never expected. The decrease in butter sales was very 
large. Will butter regain its place in the diet? 

Mr. MaclLeod’s paper points out in general the importance of income as 
a factor in the consumption of dairy products, and that there is a material 
increase from the very low income group to the next higher group which 
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points out that a program aimed at increasing the consumption of dairy 
products by the lower income group would do much to increase the market 
for dairy products. 

The pricing problem is an important one from the standpoint of con- 
sumption of dairy products. Butter, for example, today is priced very high 
compared with the general price level of all commodities having a pur- 
chasing power today of about 45 per cent above 1910 to 1914 which has not 
been duplicated in the past for any length of time. The fluid milk price is 
not particularly out of line with the general level of commodity prices and 
other foods, but, it is high compared with the prices of dairy feeds. The 
November milk price in the New England milkshed in its ability to buy 
grain is about 20 per cent above the normal relationship and during the 
past three years milk prices to farmers have been relatively high compared 
with grain cost and that has had its effect upon our production picture this 
fall. Thus far there appears to have been little effect on milk consumption 
of the prices at which milk is selling in the market. 

The cream situation from the price standpoint is also relatively high due 
to the high level of butter prices, and cream has suffered severely in sales 
due largely to the price at which it is to sell. From 1939 to the current 
time, the price of cream at Boston has gone up about 23 times, the price 
out of the store has doubled, while the sales have decreased about }. As 
Mr. MacLeod has pointed out, the price is a very important factor in cream 
sales. 

The section of the report dealing with marketing costs is a very impor- 
tant one and a large amount of information has been developed on this 
subject which can be used to advantage in future problems. The develop- 
ment of every-other-day delivery has been a very important move in retail 
milk distribution because it makes possible the carrying of larger loads 
and thus deliverying milk at lower cost. . 

From the country standpoint, however, it would appear that the scram- 
ble for supply has led to much duplication of plants for the handling of 
milk supplies. That has happened in New England and also in many other 
parts of the country. Much of this may be the result of the operation of 
Federal Milk Orders and the price returns possible from certain types of 
manufactured produgts. It has been possible to obtain from the fluid milk 
market sufficient money to maintain a competitive blend price and at the 
same time make enough extra from manufactured products to pay higher 
prices thus making it profitable to put up additional plants and haul milk 
greater distances. 

I am very much interested in the suggestions in regard to developing 
low cost methods of distribution. In the fluid milk industry dealers are 
always looking for lower cost methods. The suggestion for volume dis- 
counts has been one which the industry has considered, and the outstand- 
ing development was that the so-called Elwell Plan of volume discounts 
in Minneapolis. One of the problems of volume discounts that distribution 
has is the accounting for the milk by the route driver. The tendency is for 
all the milk to be sold at the discount price which if carried through to a 
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logical conclusion would result in there being no discount for volume. 
Also stores selling milk could not operate on a volume discount basis due 
to the nature of the store operation. 

I was very much interested in the discussion of store sales versus retail 
wagon sales of milk. The paper suggests that high wagon-store differentials 
bring larger consumption of milk than would otherwise occur. Does the 
per capita consumption of milk in various cities prove this? Boston has 
large retail wagon sales compared with New York or Chicago. Is the per 
capita sale of milk in New York and Chicago higher than Boston? Will not a 
study of spreads on retail milk between the price paid the producers and 
the price at which the milk is sold show retail wagon spreads are very high 
in areas where store sales are an important factor compared with areas 
in which store sales are not so important? A comparison of the spreads in 
Boston and Philadelphia with New York and Chicago will, I believe, 
demonstrate this point. I think also if we check the prices at which milk 
is sold to stores compared with the producer price it will be found that gross 
spreads are not materially different where store sales are an important 
factor compared with places where store sales are not so important. 

Another suggestion was the possibility of use of milk depots. I think the 
information regarding the operation of the Relief Milk Programs during 
the late 30s would be helpful in considering this possible method of getting 
milk at a lower cost. During the period 1938 to 43 there were in the Boston 
market relief depots from which milk and other agricultural products were 
distributed. Milk was delivered to those on relief and to those on W.P.A. 
at a price of around 5¢ to 6¢ per quart compared with the normal price 
out of stores of 12¢. Do we have anything to indicate that the consumption 
of milk increased as a result of this type of operation? We do know that 
the store sales of milk declined as this program came into operation. The 
general feeling in the industry is that consumption did not increase, but, 
rather, we had a shift from the stores to the depots. It is a fact that those 
who were entitled to relief milk did not purchase the quantities which 
they were entitled to in many cases. At the high point in Boston, Decem- 
ber, 1939, 133 percent of the Class 1 milk was being sold through these re- 
lief depots and many people obtained milk who ordinarily would not have 
been entitled to milk. It is doubtful if when all costs are considered includ- 
ing the reduced price at which the farmer sold his milk that milk was dis- 
tributed at materially lower cost than through established store outlets. 

The school lunch program as a method of increasing the distribution of 
milk has now been in effect long enough so a detailed study could very well 
be developed on the question of price of milk compared with consumption. 
Under the program, contracts are made with distributors for delivery of 
milk to various schools under the competitive basis as already outlined. 
The amount required to be delivered at each school is based on one-half 
pint to each pupil. However, the experience of our company is that on the 
average deliveries are only about 40 per cent of the amount which the school 
would take if all pupils took their quota of half-pints. This percentage 
varies widely between different sections of the city and different income 


Datry MARKETING—DIscussION 287 


groups, with pupils from the higher income groups taking a large percent- 
age of their quota than in areas where the income is lower. Whether this 
is due to the inability of families in the low income group to supply even 
18¢ a week for milk or whether they just don’t want the milk anyway, is a 
question that I think could very well be answered by proper research. 
There is no doubt but what a program of this kind carried through where 
all pupils use the milk they are entitled to would be an important one in 
the way of developing milk consuming habits, but, thus far there is con- 
siderable indication that pupils are not using the quantity of milk that they 
are entitled to use. The shift from non-Federal to a Federal program does 
not appear to have increased consumption of milk materially in the schools. 
Certainly we need more knowledge of the program and its operation. 

The Food Stamp Plan, as it applied to milk, operated only a short time, 
but there were some indications that some coupons were used to purchase 
other commodities than milk. The handling of these coupons presents a 
real problem in seeing that they are properly used. 

Some other factors in this whole dairy marketing program, particularly 
from the standpoint of fresh milk, is the question of relationship of store 
price of fresh milk and store price of evaporated milk and its influence on 
the consumption of fresh milk. In the Boston market when butter prices 
were relatively high compared with the general price level and thus cost of 
evaporated milk was relatively higher, the spread between the evaporated 
price and the price of milk out of stores was as low as 1¢ a quart. In the 
1935-39 period it rose to nearly 3¢ a quart. This was a period when butter 
prices were relatively low while fluid milk prices were being maintained at 
a level which was somewhat high compared with general prices. Milk or- 
ders, particularly in 1938 and 1939 in our Boston area at least, held milk 
prices high compared with prices of manufactured dairy products. Appar- 
ently, the spread now is about 3} cents per quart which again is about in 
line with the 1935-39 situation even though butter prices are relatively 
high. Milk distributors are very much interested in this question of rela- 
tionship and in its effect, not only on milk sales, but also on cream sales. 

In conclusion I would like to add to the problems which have been pre- 
sented by Mr. MacLeod, a few others in the dairy marketing field which 
might be explored. 

First is the question of pricing milk under Federal Milk Orders and the 
desirability of determining a sound price policy not only from the stand- 
point of the producers but also from the standpoint of the distributor and 
consumer. With the possibility of using Federal Order as a method of hold- 
ing high price levels it will be hard to convince producers that they should 
not use them for that purpose. Errors made in the pricing policy under 
these Orders may be very much more important in their effect on produc- 
tion and consumption than any of the items which have been covered by 
the paper under review. There will, no doubt, during the period ahead be 
more tendency to use milk orders to support producer requests for price 
than to meet the problems of distributors’ or consumers’ ability to pay. 

Second, we could to advantage develop the importance of full employ- 
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ment and high income as a most important factor in maintaining consump- 
tion at a high level. It appears to many that this problem is the most im- 
portant one in maintaining high consumption levels on dairy products. 

A third might be the problem of price support on dairy products which 
may be required. What research can be carried on under this heading and 
what facts can be developed will give us sound programs? What method 
should the Government follow in price support? Compensatory payments 
to farmers, production control, Government dumping and what would 
be a sound price plan? 

Much information has been developed and much more can be developed 
to give us a sound dairy marketing research program. I am sure that milk 
distribution is very much interested in this whole question and will do 
everything in its power to make available to research groups information 
which will help to give the facts needed. 


DISCUSSION * 


H. Autan Luke 
Cornell University 


The foregoing report by Doctors MacLeod, Spencer and Froker pre- 
sents a rather comprehensive summary of the information we have so 
far accumulated concerning demand for dairy products. Further discussion 
might be spent more profitably, I believe, in examining the significance of 
such information rather than the information itself. 

The subject of demand is extremely popular among those who produce 
and distribute dairy products. Farmers and dealers alike have observed 
that prices are high and profits good during periods when demand is in- 
creasing rapidly. Active demand has come, therefore, to be almost synony- 
mous with profitable business conditions. Experience has shown, however, 
that the accompanying prosperity is usually short-lived. Demand reaches 
a peak and slackens. Prices decline and profits disappear. This combination 
of circumstances serves once again to emphasize the importance of demand, 
this time by its absence. 

During periods of declining prices, producers are especially anxious to 
study’the problems of demand and if possible undertake steps to remedy 
any maladjustment they see. As pointed out by MacLeod, Spencer and 
Froker, indications are that we are now entering a period during which 
demand for dairy products may be expected to increase at a declining rate, 
or perhaps even decrease somewhat. Interest in possible methods for im- 
proving demand may therefore be expected to mount. 

It is important at this point that we be aware of the possibilities for con- 
tributing to the welfare of the dairy industry through the study of de- 
mand. To the extent that hopes for improvement are based upon the pos- 


* A discussion presented at the Annual Meeting of the American Farm Economic 
Association, Philadelphia, December 27, 1946. 
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sibility of increasing demand rapidly enough to raise prices above the 
average costs of production, they are fallacious. Such increases in demand 
bring unnatural prosperity, and provide a false stimulus to production. 
Returns below the cost of production are subsequently to be expected, as 
production becomes too large, and demand recedes. The net gain, if any, 
which results from this cycle is likely to be small. 

Neither is a gradual, but more permanent, increase in demand, a source 
of great promise for unearned prosperity to the dairy industry. Any or- 
dinary increase in demand is accompanied by an adjustment in production 
at both the extensive and intensive margins, which tends to advance costs 
along with prices. Many farmers and businessmen are in a position to shift 
easily into the dairy business, if it would be advantageous for them to do 
so. The economic gains to producers which result from this process should 
be looked upon more as fortuitous rather than as steady sources of income. 

It is possible, however, through a better understanding of demand to 
make a more permanent contribution to the welfare of producers, dis- 
tributors and consumers of dairy products. This may be realized first 
through reducing costs of production and distribution and by adapting 
both more fully to the desires of consumers, and second, by contributing 
to a better understanding of the operations of our economy. 

Concerning the reduction in production and distribution costs, more 
complete knowledge of demand has considerable to offer. It hardly needs 
to be pointed out, I think, that the unprofitable employment of labor and 
capital means in the final analysis, a loss to everyone. Each year a con- 
siderable number of business firms fail. Less spectacular, but perhaps more 
important are losses which occur in the everyday operations of most busi- 
nesses. Much of this loss from unprofitable business undertakings might 
be avoided through a better understanding of demand. There are many 
obvious examples of opportunity for such savings in the dairy industry. 
Fluid milk is transported to the city, but finds no market as such. Cream, 
butter, or other products may be stored for later use, only to find that they 
cannot be moved at profitable prices, to name obvious examples. The elim- 
ination of such losses would reduce distribution costs. 

For the producer much needed information is lacking. One of the things 
dairymen and farm leaders want most is advance information concerning 
the demand for their products. To the extent that such information can 
be provided, unprofitable production may be avoided, and the average 
costs of production thereby reduced. To consumers a better understanding 
of demand means the elimination of shortages and surpluses and the avail- 
ability of new or better adapted products and packages. 

In the long run, such economies as these may be expected to increase 
returns to producers and lower costs to consumers, thereby encouraging 
consumption. This process is in contrast to the various schemes which 
provide temporary benefit to producers by methods which are to the 
detriment of particular consumer groups and/or taxpayers. To the extent 
that more dairy products are needed in the diet, the reduction in cost of 
dairy products will also improve the level of nutrition. 
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The second means cited above to provide permanent benefit through 
knowledge of demand was by a better understanding of the operation of our 
economy. In this country, we have built up a tremendously efficient system 
of production. Our present rates of consumption have never been ap- 
proached by other countries, or by this country at any other time. Such a 
system is potentially very dangerous, however. As we become more inter- 
dependent through high specialization, we also become more vulnerable 
to economic dislocations. Aside from the sufferings and economic losses 
they bring about, such dislocations are politically dangerous. I would like 
to submit for your consideration the question whether it is not important 
that we pay increased attention to the study of those problems which 
will make it possible for us to use all our efficient methods of production 
to serve society more completely. The reward for solving these problems 
would be the full utilization of our best facilities and methods on a sus- 
tained basis. Economic stability is one of our greatest needs. I believe that 
a better knowledge of demand can make a substantial contribution in this 
direction. 

The foregoing objectives may sound ambitious to those who have spent 
considerable time studying the demand for dairy products. As a matter of 
fact, despite the large amount of data already assembled, we have barely 
scratched the surface of what is to be learned. Most of our tabulations 
have been subject to rather wide statistical error. Some of the relationships 
established merely provide confirmation of things which could be deduced 
by casual observation. Many less obvious relationships are the objects of 
rather wide differences in opinion. 

The challenge now facing leaders in the field of dairy economics is first 
to obtain conclusive evidence on those questions which are controversial 
and second, to provide much more exact information than we now have on 
the measurement of demand and of factors influencing demand. 

I believe that we must depend upon “inductive” research as the only 
important means of shedding light on these problems. To accomplish this 
purpose, future research will need to be directed more toward the solution 
of specific problems, rather than the general relationships with which most 
earlier survey studies have been concerned. 

It is questionable however, whether statistical methods as now used 
provide the best possible means for progress in this direction. In some cases, 
selection of samples, methods of analysis, and so on, are such as to reduce 
the reliability of findings. Even where procedures now considered accept- 
able are used, it is doubtful whether conclusive evidence can be brought to 
bear on such questions as “Does seasonal variation in fluid milk prices 
have a detrimental effect on rates of consumption?” and “‘what is the ‘long- 
term’ elasticity of the demand for milk?” 

The question might well be raised, whether it would not be wise at this 
point to take more time for the study of statistical methods presently 
used. Expediency will usually dictate against such studies. Funds for re- 
search are ordinarily provided for the purpose of solving urgent problems. 
Research workers are anxious to produce the correct answers as promptly 
as possible. 
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Economists have been handicapped somewhat in the past by the fact 
that large masses of data are considered to be necessary. Gathering of such 
data is expensive and research is thereby limited. It may be that a smaller 
volume of data gathered more carefully and handled more exactly accord- 
ing to proven procedures will provide the greatest opportunity for further 
progress. 

The weight of evidence calls for more precise and better adapted tools 
for analysis. It lies well within the proper activity of agricultural econo- 
mists to make actual studies for comparison of different methods of study. 
Perhaps the wider use of experimental methods for studying demand for 
dairy products would allow us to advance far beyond our present level of 
accomplishment. An analysis of the usefulness of this method seems desir- 


able. We cannot progress beyond the limits of the tools with which we 
work. 


MARKETING RESEARCH UNDER THE RESEARCH 
AND MARKETING ACT OF 1946* 


Prepared by LELAND SPENCER 
Cornell University 


HE Research and Marketing Act of 1946 (Public Law 733, 

79th Congress), otherwise known as the Flannagan-Hope Act, 
was evolved by combining a number of different proposals for ex- 
pansion of agricultural research and services which had previously 
been formulated in separate bills. The various proposals that were 
thus embodied in one piece of legislation pertained not only to 
marketing and distribution, but also to food and human nutrition, 
rural housing and farm structures, preservation of superior plant 
germ plasm, new crops for industrial use, utilization of farm sur- 
plusses, cotton research, and wool research. Consolidation of bills 
for these varied purposes was suggested by some of the major farm 
organizations. The complex nature of the Flannagan-Hope Act is 
accounted for in part by its origin. 

The discussion panel consisted of the following persons: Phil S. 
Eckert, Montana State College; Carl E. F. Guterman, Cornell 
University Agricultural Experiment Station; A. C. Hoffman, 
Kraft Foods Company; E. A. Meyer, U. S. Department of Agri- 
culture (Administrator, Research and Marketing Act of 1946); 
E. A. Perregaux, University of Connecticut; Leland Spencer, New 
York State College of Agriculture; Paul Webbink, Social Science 
Research Council. Others participating in the discussion included: 
Don §. Anderson, Production and Marketing Administration; 
Noble Clark, University of Wisconsin; P. J. Findlen, Extension 
Service, U. S. Department of Agriculture; C. G. McBride, Ohio 
State University; L. J. Norton, University of Illinois; H. M. South- 
worth, U. S. Department of Agriculture; F. L. Thomsen, Bureau of 
Agricultural Economics; F. V. Waugh, Council of Economic Ad- 
visers; and H. N. Young, Virginia Polytechnic Institute. 

Title I of the Flannagan-Hope Act is in reality an amendment to 
the Bankhead-Jones Act of 1935, “to provide for research into basic 
laws and principles relative to agriculture and to provide for the 
more complete endowment and support of land-grant colleges.” 
In five years, the appropriations authorized under this title would 


* Summary of Round Table Discussion at the annual meeting of the American 
Farm Economic Association, Philadelphia, December 27, 1946. 
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increase to a maximum of $20,000,000 a year. With the exception 
of 3 percent reserved for administration, these appropriations 
would be allocated to the agricultural experiment stations by a 
specified formula. The funds allocated must be matched by the 
respective states and territories. Up to 25 percent of the amount 
appropriated each year is to be allotted to the states for cooperative 
research in which two or more of the state agricultural experiment 
stations participate. At least 20 percent of the amount of the funds 
authorized to be appropriated must be used for marketing research. 

Allotments of funds for cooperative research are to be made only 
for projects recommended by a committee of nine experiment sta- 
tion directors. 

The term “marketing” is not specifically defined in the Act. Con- 
ferences among experiment station directors have led to the con- 
clusion that in general marketing begins after the crop is harvested 
and ends when the product is purchased by the consumer. Work 
on such problems as disease control would not be considered mar- 
keting research even though it might have an important bearing 
upon the marketability of the product. Studies of consumer 
preferences and the uses of products by consumers would be con- 
sidered marketing projects but studies concerning the nutritional 
requirements of consumers would definitely be excluded. 

Marketing research is not limited to studies of economic aspects 
of distribution. For example, marketing research includes studies 
of the causes of product deterioration in storage, and studies to 
determine what constitutes quality in products purchased by food 
processors. (The latter needs to be determined as a basis for price 
differentials or quality premiums in paying growers.) It is expected 
that most of the research in marketing under the new act will be 
spearheaded by economists, but the need for team work between 
economists, commodity specialists, engineers and other technically- 
trained people will be emphasized. 

Title I of the Act also authorizes additional appropriations to the 
Department of Agriculture for research on utilization and extended 
uses of farm products. In five years the new appropriation for this 
purpose would increase to $15,000,000 annually. Appropriations to 
the Department of Agriculture amounting to $6,000,000 annually 
in the fifth year and thereafter, also are authorized for cooperative 
research with the state agricultural experiment stations and other 
agencies. 
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Title II of the Act relates specifically to marketing, including not 
only research but service work such as grading and price reporting, 
and extension work such as consumer education. The Secretary of 
Agriculture is authorized and directed to carry out programs under 
this title in cooperation with the state agricultural experiment 
stations, state agricultural extension services and state departments 
of agriculture. Contractual arrangements with private agencies also 
are provided for. 

The annual appropriations authorized under Title II would in- 
crease over a five-year period to $20,000,000. Funds allocated to the 
states must be matched with new appropriations. However, with 
respect to programs carried out by public or private agencies under 
contract with the Secretary of Agriculture, no matching of funds is 
required. 

Another significant provision of Title II gives the Secretary of 
Agriculture authority to combine in a single administrative agency 
all activities of the Department relating to research, service and 
regulatory work in connection with marketing, storage, transporta- 
tion, processing and distribution. 

Title III of the Act provides for a national advisory committee 
to consult with the Secretary of Agriculture on matters pertaining 
to the administration of the law. The committee consists of eleven 
members of whom six must be representatives of producers. 

The National Advisory Committee, in its initial meeting early in 
December 1946, recommended a structure of industry advisory 
committees based on commodities and on functional problems. 
These will be grouped under a limited number of “general” com- 
mittees, covering animal products, fruits and vegetables, field 
crops, fibers, and forest products. These in turn will be brought to- 
gether through an over-all committee on “utilization” on which 
nutritionists and the general public will be represented. Serving the 
industry committees will be technical committees. It is hoped that 
the membership of at least half the commodity and functional com- 
mittees can be determined before the second meeting of the Na- 
tional Advisory Committee, which is scheduled for early February. 

The Committee also concurred in the proposal for an interim 
administrative set-up to get planning of work underway, pending 
further exploration of the most desirable permanent organizational 
arrangements. 

As yet no funds have been appropriated to carry out the purposes 
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of the Flannagan-Hope Act. If any funds are to be made available 
before July 1, 1947 they will have to be obtained through a de- 
ficiency appropriation. Meanwhile work on the program can only 
be with such borrowed funds and borrowed personnel as can be 
made available within the Department. 

Development of procedures for handling projects is one of the 
first orders of business. It is anticipated that projects under Title 
I of the Act will come up through the same channels that have been 
established previously under the Bankhead-Jones Act. The Depart- 
ment, however, will wish to present the broad patterns of proposed 
work to the Industry Advisory Committees for consideration and 
recommendation, and to be guided by the suggestions of the various 
committees regarding allocation of resources between and priorities 
of different lines of work. 

The National Advisory Committee already has shown a lively 
interest in both long-range basic research and shorter-range applica- 
tions of research findings for the solution of marketing problems. 
The Committee clearly favors increased utilization of farm products 
as opposed to limitation of output as a means of dealing with sur- 
pluses that depress the farmers’ income. 

Those responsible for administration of the Research and 
Marketing Act of 1946 will welcome the ideas and suggestions of 
farm economists. A committee of the American Farm Economic 
Association might be a helpful mechanism for bringing these ideas 
and suggestions to the administration. 

One of the first effects of the enactment of the Flannagan-Hope 
Act was to stimulate a re-examination and evaluation of research in 
the field of marketing. 

Last fall the Bureau of Agricultural Economics appointed a com- 
mittee of outside marketing economists to outline a program of 
economic research in marketing. The preliminary report of that 
committee, which has just been released, lists seven types of prob- 
lems in the field of marketing on which research is needed, namely: 

I—Expansion and improvement of market information. 
II—Consumption and demand. 

I1I—Costs and efficiency of processing and distribution. 

IV—New developments in marketing methods and procedure. 
V—Eficiency of the pricing mechanism. 
VI—Transportation. 


VII—Analysis of governmental programs and regulatory measures re- 
lated to marketing. 


296 LELAND SPENCER 


In outlining the kinds of research needed for the solution of these 
problems, the Committee recognized certain shortcomings of 
previous research in this field. Probably too much time and expense 
have been devoted to studies of a descriptive nature which failed 
to bring into sharp focus weaknesses and inefficiencies that exist in 
the marketing system or to suggest needed reforms. Another weak- 
ness which needs to be corrected is the tendency to give a dis- 
proportionate amount of attention to the country end of market- 
ing. Analytical studies of retailing and other aspects of city dis- 
tribution of farm products offer far greater opportunities for nar- 
rowing the spread between the prices paid by consumers and the 
net returns to producers. 

Economic aspects of trade organization and the functioning of the 
price mechanism should receive much more attention from those 
engaged in marketing research. 

There is some complaint that much time and money expended in 
marketing research have been wasted because the findings and 
recommendations were ignored by marketing agencies and by the 
public. Evidence is lacking as to whether this criticism has more 
application to marketing research than to research in other fields. 
When the findings of research in any field are published they are 
likely to be used in ways and places which exceed the bounds of the 
author’s knowledge or imagination. The influence of such publica- 
tions for good or evil is immeasurable. Action programs sponsored 
by government provide one means of implementing the findings of 
marketing research, but the extent to which these findings are used 
by marketing agencies with resulting benefits to the public may be 
greatly underestimated. There will be general agreement however 
that the effectiveness of marketing research could be increased by 
working more closely with trade groups and by developing better 
team work among the people engaged in research, extension and 
service activities related to marketing. 

A common criticism of the work of the agricultural experiment 
stations is that there is much duplication and a lack of coordination 
in the projects undertaken in different states. This criticism pertains 
to marketing research as well as to research in other fields. In the 
Flannagan-Hope Act, Congress has indicated that more team work 
in agricultural research is wanted. While it would be a serious mis- 
take to eliminate all duplication in marketing research, more con- 
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sultation among the research workers in different states is clearly 
desirable. The Committee report to the Bureau of Agricultural 
Economics previously referred to suggests some ways of bringing 
about the desired cooperation. 

One of the most difficult problems confronting the agencies 
responsible for carrying out the expanded program of marketing 
research is the shortage of able persons with suitable training who 
are available for this work. During the war years very few students 
had graduate training in marketing. Many who had been trained 
previously were attracted to administrative jobs in government or 
to positions in industry. Salary scales in both government and in- 
dustry are generally higher than those in effect at the colleges and 
experiment stations. It is not to be expected, therefore, that many 
who have taken jobs in government or business will return from 
those positions to college work unless the opportunities are more 
nearly equalized. 

The graduate schools in which agricultural economics and mar- 
keting are featured will of necessity be the main source of additional 
personnel for marketing research. In many states the facilities for 
such training are very limited. The problem of attracting a suffi- 
cient number of capable students to the field of marketing also is a 
serious one. More liberal stipends for graduate assistants would 
help. The federal government as well as the agricultural colleges 
should provide as liberally as possible for graduate training of the 
younger staff members engaged in marketing research. There 
should be no deviation from accepted standards with respect to in- 
tellectual capacity integrity, and the will to work. Younger persons 
possessing these qualifications can make up temporary deficiencies 
in training and experience within a relatively short time if given the 
opportunity. 

A number of years ago the Social Science Research Council made 
an important contribution to reserach in marketing and other di- 
visions of agricultural economics by publishing a series of reports on 
methodology in these fields. Three of these reports pertain directly 
or indirectly to the marketing of farm products, namely: 

No. %—Research in Marketing of Farm Products. 

No. 9—Research in Prices of Farm Products. 

No. 15—Research in Agricultural Cooperation. 

The Council has a continuing interest in marketing research and 
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is prepared to assist in any way possible with preparations for carry- 
ing out the expanded program which is authorized by the Flannagan- 
Hope Act. 

Conferences are being held by representatives of the state agri- 
cultural experiment stations in different regions of the country to 
decide upon projects to be submitted under the provision for coop- 
erative research. The western states have agreed upon ten projects, 
nine of which are to be participated in by all states in the region. 
An equal distribution of funds for these projects to each state is 
recommended for the fiscal year 1947-48. For succeeding years it is 
contemplated that the funds will be allocated according to the im- 
portance of the projects in the several states. The tenth project 
agreed upon by the western states relates to cotton research and 
will concern only California and New Mexico. 

There is danger that the measurable results of this legislation will 
fall short of what is expected by Congress and by the public. The 
fact that efficient marketing is only one of many factors that affect 
farm prices and the cost of living must be emphasized. 

Two ways in which the American Farm Economic Association 
can help to promote useful research under the Flannagan-Hope Act 
are: 

1. To provide in future annual meeting programs for more dis- 

cussion of specific examples of marketing research, and 

2. To set up a committee to represent the Association on various 

matters that arise in connection with the development of the 
expanded program of research, extension and service work in 
marketing. 

An informal poll on the latter suggestion indicated that it was fa- 
vored by a large majority of those in attendance at the meeting. 


ECONOMIC IMPLICATIONS OF TECHNOLOGICAL 
DEVELOPMENTS IN AGRICULTURAL PRODUCTION* 


Report of a Subcommittee of the Committee on Technological 
Developments of the American Farm Economics Association 


ECHNOLOGICAL developments in agricultural production 
: not phenomena of the past few years—they have been in 
process for many decades and even centuries. But technological 
changes have been accelerated during the past few decades and 
many of their effects have become apparent only within the recent 
years of practically unlimited wartime demand for agricultural 
products. New machines, new varieties, new materials and methods 
for combating insects and diseases, new farm practices, and new 
understanding of their use by farmers are the fruition of research, 
both public and private, that may have been started many years 
ago. Many new developments can be expected in future years. 
What have been the effects of these developments on agricultural 
production in the past, and what forseeable developments may be 
expected within the next decade or two? 


A Brief History 


In 1820 one farm person in the United States produced enough 
agricultural products to support himself and only .28 of another 
person; in 1920 he supported himself and 2.47 other persons; and 
by 1945 he produced enough for himself and 4.45 other persons. 
Since 1920 there has been relatively little change in the acreage of 
land planted to crops. But from the end of World War I to 1945 
gross farm production? increased by 29 percent. Farm employment 
on the contrary was declining during most of this period of produc- 
tion increases. Gross production per worker therefore was 46 per- 
cent higher in 1945 than in 1919. 


* A report presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 28, 1946. 

1 Much of the supporting data in this and following sections was taken from the 
following reports: ““A Century of Farm Mechanization,” by M. R. Cooper, Glen T. 
Barton and A. P. Brodell, BAE, USDA. (To be published.) “Changes in Farming 
in War and Peace,”’ by Sherman E. Johnson, BAE, USDA. (FM No. 58, processed) 
June 1946. ““Farm Production in War and Peace,” by Glen T. Barton and M. R. 
Cooper, BAE, USDA. (FM No. 53, processed) December 1945. 

2 Gross farm production measures the total product obtained from farm land and 
farm labor resources in each calendar year. Farm produced power, which is meas- 
ured by the cost in 1935-39 average dollars of raising and maintaining farm horses 


and mules, is included in gross farm production, but is excluded in measuring farm 
output. 
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During this 26-year period the decrease in horse and mule num- 
bers resulting from farm mechanization has released about 53 mil- 
lion acres of cropland for producing commodities for human use. 
This development plus increased yields per acre and per animal 
resulted in an increase in farm output for human consumption of 
50 percent from 1919 to 1945. 

Much of this increase in farm production has occurred since 1939. 
Production was held down during the 1930’s by severe droughts and 
by diminished market demand. But new methods of production 
were being adopted widely by farmers during this period and these 
laid the foundation for greatly increased production when market 
‘demand and weather were once again favorable. When the dikes 
were broken, a veritable flood of production resulted. 

The agricultural production job in 1944 was done with an esti- 
mated 21 billion man hours of work. This is 9 billion fewer hours 
than would have been required to do the same job by the methods 
used in 1917-21. Farm mechanization accounted for about one-half 
of these savings in man hours per unit of product. Labor saved be- 
cause of increased yields made up 19 percent of all labor savings 
per unit of product and increases in the size of livestock enterprises 
and increased production per animal accounted for another 13 per- 
cent. Increases in yields per acre of crops and in production per 
animal result from higher yielding varieties and better breeding 
of livestock, better disease and insect control, use of more fertilizer, 
better feeding practices, more timely cultural and harvesting opera- 
tions, and other improved farming and soil improvement practices. 
These are all a part of technological developments in agricultural 
production. Combined, they equal mechanization in importance in 
explaining the increase in efficiency in farm production. 

But without favorable market outlets and economic conditions 
that make it worth while for farmers to make use of these tech- 
nologies, the full effects of technological developments remain un- 
realized. The production record of the World War II years compared 
with the record of the 1930’s is ample testimony. 


What of the Future? 


Prediction is always hazardous, but an attempt is made here to 
indicate the nature and scope of prospective developments during 


_ * The other 20 percent of labor savings is accounted for by such factors as spread- 
ing of overhead over larger business, changes in methods of handling enterprises, 
elimination of operations and work simplification features. 
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the next decade or two as they can be seen at the present time. 

Mechanical Power. There will be further displacement of horses 
and mules by mechanical power during the next few decades. 
Mechanization has progressed less on Southern farms than on farms 
in other regions, but it may be on the verge of catching up. The per- 
centage increase in numbers of tractors in Southern States during 
the period 1940 to 1945 was about twice that in the rest of the 
country. Particularly with development of smaller and more effi- 
cient power units, further displacement of horses and mules in the 
South may be expected with a relatively prosperous agriculture. 
Many of the smaller farms in other parts of the country also will 
acquire tractors, and larger farms which now have only one tractor 
will have two or more. The small 8 horsepower tractor now coming 
on the market may be expected to replace the 2, 3, or 4 horses now 
kept on many tractor-operated farms for the lighter farm jobs. 

If horse and mule numbers continue to decrease at about the 
same rate as in recent years there would be in 1975 only about 5 
million head, compared with about 11.5 million head in 1946. This 
would mean nearly 3.5 million tractors in 1955 and about 5 million 
in 1975, compared with about 2.7 million tractors estimated to be 
on farms January 1, 1947.4 Such a reduction in horse and mule 
numbers would release an additional 20 million average acres for 
food and fibre production between 1946 and 1975. 

Cultural and Harvesting Equipment.—Pacing the increase in num- 
bers of tractors during the past 25 years and perhaps of equal sig- 
nificance were the changes in design of equipment for use with trac- 
tor power and the development of new machines. Reduced supplies 
of farm labor and high farm wage rates during the war years ac- 
celerated the adoption of machinery. For example, from January 
1940 to January 1945 the number of grain combines increased 74 
percent, corn pickers 53 percent, and milking machines 117 percent. 
Farmers will continue to purchase new machinery in large volume 
during the next few years as it becomes more easily available. 

Some machines that have been developed within recent years 
that may be expected to be used widely include the mechanical beet 
harvester; the field harvester-chopper for hay and grass; the wind- 
row pick-up baler; and mechanical equipment for moving and 
handling hay. Barn-drying of hay has possibilities of improving the 


4 Assuming a replacement rate of one tractor for 3.25 workstock between 1944- 
55 and one tractor for 2.25 work animals between 1955-75. 
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quantity and quality of hay saved, particularly in areas subject to 
rain damage at hay harvest time. 

Mechanization of the cotton harvest with widespread adoption 
of mechanical pickers and strippers may be on the horizon. The 
stripper has been used successfully in the low-rainfall areas of the 
Cotton Belt for some years. The mechanical picker has reached the 
stage for commercial utilization only within the last few years. The 
flame cultivator and chemical weed killers may be revolutionary 
new developments for weeding of cotton and other crops. But with- 
out mechanization of the cotton harvest, mechanization of the pre- 
harvest operations will lag, because partial-mechanization of the 
process intensifies problems associated with maintaining an ade- 
quate supply of hand labor for harvesting. 

All of these improved cultural and harvesting machines result in 
lower unit labor requirements with consequent reductions in the 
amount of time required of operator, family, and hired labor to 
produce a unit of product. The time thus saved can be used to in- 
crease the size or intensity of operations, or it will permit more 
leisure for the farm operator and his family and shorter working 
hours for hired farm workers 

Changes in Animals and Plants.—Significant increases in pro- 
duction per unit of breeding livestock have occurred during the 
past 25 years. For instance, egg production per layer increased by 
about one-third, milk production per cow by almost 20 percent, 
and hog production per animal unit of breeding livestock by over 
one-third! These increases have resulted from many developments, 
including higher producing strains and breeds of livestock, heavier 
feeding and better balanced rations, reduced death losses of both 
young and mature animals, prevention of disease, and other im- 
proved practices. Similar changes have occurred in production of 
crops which have increased yields per acre. Further increases in 
productivity of crops and of livestock can be expected. Changes 
probably will be gradual, but they may be spectacular, as with hy- 
brid corn, resulting in sharp increases in production in only a few 
years. Regardless of their rate of development, there is no reason to 
believe that increased productivity through improvements in plants 
and animals and practices associated therewith have run their 
course. 

Changes in Land Use.—Much progress has been made in methods 
of handling land to control erosion and to make most effective use of 
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available moisture. Contour farming, strip cropping, terracing and 
other conservation practices adopted primarily to stop or reduce 
soil loss and reduction of yields, have in many cases increased yields 
substantially although no over-all figures for the average increase 
throughout the country are available. Improved rotation practices 
have contributed to increased production and better balanced farm- 
ing. Shifts from lower yielding grass hays to higher yielding legume 
hays have increased markedly the amount of livestock feed nutri- 
ents produced.® Further increases from such sources are in prospect 
in the years ahead. 

One of the sources of greatly increased production in recent years 
has come from larger and more widespread use of commercial ferti- 
lizers and lime. Fertilizer use in 1945 was almost double that in 
1935-39. Many farmers have learned to use fertilizers for the first 
time during the war years. Continued heavy use can be anticipated, 
and another doubling of fertilizer use is not unreasonable to expect 
during the next decade under favorable circumstances, with result- 
ing very material increases in yields. A significant development 
may be a rapid increase in use of fertilizer on feed crops, such as 
grains, pastures, and hay. 


Economic Implications 


These technological developments in agricultural production evi- 
dence themselves most strikingly in measures of increased produc- 
tion and productivity per worker. Their effects extend throughout 
the agricultural economy and even into the general economy. They 
create changes in size of farm, in cash costs of operation, and in 
investment requirements for farming. They affect landlord-tenant 
relationships, influence the number of job opportunities in agricul- 
ture and directly and indirectly influence the lives and economic 
well-being of farm people. At least for the time being, and except for 
the current war period of high military and foreign relief needs, the 
more rapid increase in labor productivity per farm worker compared 
with population increase has created in the United States food sup- 
plies in more than sufficient volume to feed our own population.® 


5 An estimated 39 percent increase in digestible protein in all hay per roughage 
consuming animal unit occurred from 1920 to 1945, much of it due to the shift 
from grass hays to legume hays (“Hay Production in War and Peace,” BAE proc- 
essed report, FM No. 47, March 1945). 

® See “Farm Technological Advance and Population Growth,” by John M. Brew- 
ster, this Journat, Volume XXVII, No. 3, August 1945. 
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Further increases in agricultural production should be predicated 
upon enlarging or developing foreign markets and creating indus- 
trial uses for farm products. For the next generation farmers must 
be alert to the possibility of a rapidly changing demand in domestic 
and foreign markets since the success of modern farming depends 
so much upon the level of industrial activity and to competition 
from foreign producers for certain products. 

Costs and Returns.—The immediate reason for adoption of new 
machines or new techniques and practices by individual farmers 
usually is the prospect of lowering unit costs of production for en- 
hancement of net farm incomes. Not all technologies result in lower 
costs, but many of them do, either through a reduction of direct 
outlays per acre or through increased yields which lower unit costs. 
Where cost reduction effects are in operation the individuals who 
adopt the new technologies obtain larger incomes so long as the 
volume of production of the particular commodity is not increased 
to the point where lower prices result. With widespread adoption of 
cost reducing technologies and no increase in market outlets, price 
declines are inevitable until an equilibrium point is again reached. 
Those who have adopted the new technologies at least are no worse 
off than before, and probably retain some of the gains, but those 
who are not in a position to adopt the new techniques because of 
location, financial ability, or for other reasons may suffer a decline 
in net incomes. They must either get along on less, adjust to some 
other line of production where alternatives exist, or seek opportuni- 
ties off the farm. This process has been in operation for many years, 
in varying degrees with different commodities and in different areas. 

Where the new technologies are primarily mechanization, more 
land, more livestock, or more intensive crops can be handled with 
the same labor force. Pressures have been created toward increasing 
the volume of production per farm unit operated. This pressure is 
particularly in evidence on family-operated farms because the labor 
force cannot be fired, and efforts are made to utilize the available 
labor time. Adjustments and developments toward smaller size of 
machinery units has relieved some of this tendency towards in- 
creased size of farm, but even with the smallest power units and 
available associated equipment there are still many farms that are 
too small to obtain reasonably efficient use of operator and ma- 
chinery time. This is true even on many wheat and Corn Belt farms, 
where the major mechanization process has gone far. 
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Increased volume of production per farm because of increase in 
size of farm, intensity of operations,—or yield increases which re- 
sult in reduced unit costs of production, should generally result in 
larger net incomes per farm,—even with lower prices, for those 
farmers who can make the adjustments. But many of the new de- 
velopments, particularly in the case of mechanical power and other 
farm machinery and equipment, require higher cash operating costs 
and an increase in fixed charges to cover depreciation and amortiza- 
tion of expensive machines. Cash expenses become a higher propor- 
tion of total costs. Farm incomes are more vulnerable to changing 
prices, and greater financial reserves are necessary to cover the 
natural and economic risks in farming. 

Price Adjustments.—Any general adoption of cost-reducing tech- 
nologies can usually be expected to result in an expansion of pro- 
duction in the particular commodity affected, with eventual rela- 
tively lower prices, although profit margins may be larger. As in 
the past, technological improvement will not affect all commodities, 
all farms, or all areas equally. Some will be relatively more ad- 
vantaged than others, and as production is affected, prices likewise 
will be affected. Some prices will decline relatively more than others, 
with resulting pressures for adjustments among commodities and 
between areas. For instance, if widespread mechanization of cotton 
in the South results in reduced costs in adapted areas and conse- 
quent increased cotton production to the point where prices are 
lowered, those farmers and those areas where mechanization and 
other cost-reducing techniques are not practicable will be forced 
out of cotton production. The disadvantaged farmers and areas will 
seek other alternatives, which in turn will increase the competition 
for farmers producing these alternative crops or commodities. For 
example, widespread adoption of improved methods for producing 
poultry and eggs in the Middle West may result in price adjust- 
ments that will affect producers in the New England States. These 
are illustrations of the kinds of economic effects that may be antici- 
pated in the future. ' 

Number of Farms.—The outstanding fact of technological de- 
velopments in agriculture is the sharp increase in volume of pro- 
duction per worker. If the future expansion of agriculture’s market 
is limited largely to population increases in the United States, then 
the increasing output per worker at a rate faster than population 
increase can only mean fewer full-time workers and fewer full-time 
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farms in agriculture. Even then there is no reason to believe that 
the well-organized, efficiently operated family farm cannot continue 
to survive in the years ahead. But the large number of inadequate 
farms—farmers with too few acres, too little machinery and equip- 
ment, and too limited training and ability in use of new techniques 
—are at an increasing disadvantage. This disadvantage will in- 
crease with return to more normal price relationships; and as new 
technologies become available and are adopted on the already larger 
and better balanced farms. Agriculture has an opportunity to in- 
crease its markets greatly by developing foreign markets and pro- 
ducing for industrial outlets. But these are low-price markets and 
can be reached in large volume only by lowering production costs 
and prices to competitive levels. It will take efficiently organized 
and managed farms to do this. 

Without this expansion of market outlets beyond that associated 
with anticipated population increases, the only result can be a 
shrinking agriculture from the standpoint of full-time job oppor- 
tunities, even though gross farm production may be pacing popula- 
tion increases. Fewer full-time farms and fewer workers will be 
required in agriculture. Those farms too small to furnish reasonably 
full employment of labor and machines will be increasingly squeezed 
because their unit cost structure will be too high and their volume 
of production too low relative to other farms to provide an adequate 
income. 

The process of farm consolidation has not yet run its course. But 
the rate of consolidation of small units and unit enlargement will 
vary greatly in different regions. The greatest change is in prospect 
in the South as mechanization there proceeds. The process will be 
speeded up with prosperous general economic conditions accom- 
panied by available off-farm employment opportunities, and slowed 
down under less favorable conditions. 

Combining off-farm employment with farm residence may result 
in an increase in the number of part-time farms. This will be par- 
ticularly true as further decentralization of industry occurs with 
location of industrial plants in rural communities. Such a develop- 
ment, if it occurs in the areas likely to be affected most by future 

“mechanization such as the South, can do much to alleviate the 
difficult human problems of readjustment and result in least dis- 
location of people. In addition to part-time farms, there are possi- 
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bilities of intensifying the business on small farms for greater in- 
come. Increasing numbers of small livestock farms are an example 
of this tendency. 

Capital Requirements.—Technological changes have greatly in- 
creased the capital requirements for successful farming. Great ad- 
vances have been made in reducing the size and cost of mechanical 
power units and associated equipment during the past 25 years, 
but many farms are still too small to utilize effectively even these 
smaller power and equipment units. There probably is a greater 
spread in farm returns today between the various sizes of farms 
than a generation or two earlier when all farmers were using much 
more nearly the same techniques of farming. 

Productivity per worker undoubtedly is a major factor in deter- 
mining levels of returns, but productivity per worker is directly 
associated with capital investment per worker. For instance, gross 
farm production per worker in 1939 in the three Southern geo- 
graphic divisions’ was only 50 to 70 percent of the national average. 
In these same areas acres of cropland per worker, value of land and 
buildings per worker, and value of livestock per worker were less 
than one-half the national average, and value of equipment per 
worker was about one-third the U. S. average. Until the Southern 
agricultural worker can acquire productive resources more nearly 
equivalent to that in other parts of the country he can hardly be 
expected to attain comparable per worker productivity or returns. 

Provision of more adequate resources per worker is partly a mat- 
ter of reducing the number of workers, but also involves the pro- 
vision or accumulation of sufficient capital per worker to provide 
the machines and investment necessary for higher per worker pro- 
ductivity. This will be a process that will require many years, and 
may radically alter the complexion of agriculture and even social 
institutions in some areas. Even in the higher income regions, ac- 
cess to a full-time farm is more difficult than in former years be- 
cause of the greater financial requirements for purchase and opera- 
tion. Technological developments have increased the importance of 
proper credit arrangements. Favorable credit facilities may be the 
key to providing many disadvantaged farming areas access to the 
benefits of these technologies. 


. 7 West South Central States, East South Central States, and South Atlantic 
tates. 
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Conclusions 


The march of technology has been under way for many years, but 
the pace of developments has been at an accelerated rate during the 
past decade. Further mechanization and technological improve- 
ments are inevitable and will continue though some phases, such as 
substitution of mechanical power for horses and mules, will proceed 
at a slower rate and eventually will become stabilized when most 
horses and mules have been replaced. It is futile to take a negative 
attitude of slowing the tide. Positive approaches are needed to 
make the benefits available as widely and as rapidly as possible, 
and to cushion the short-term shocks of adjustment and dislocation 
of people. 

Present productive capacity of American agriculture is such, 
even with incomplete adoption of available techniques that tend 
toward increasing production for the market, that the major agri- 
cultural problems during at least the next decade will be with de- 
veloping market outlets or adjusting production to changes in de- 
mand. This is true even after allowing for the anticipated increase 
in population. Pressure of production on markets will certainly 
mean less favorable price-cost relationships than those which have 
existed during the war years. The efficiently organized, mechanized, 
well-managed farms probably will continue to provide satisfactory 
returns to their operators. But the many small-scale, non-mecha- 
nized farms will be subject to increased competition from the more 
efficient producers, which will further aggravate an already bad 
situation. This can only mean that some farm people will be forced 
to seek other opportunities, or they can remain in agriculture only 
on a part-time farm or subsistence basis. Positive steps will be 
needed to provide credit for farm enlargement and acquirement of 
needed facilities for those who remain in agriculture on a full-time 
farming basis in order to provide them with an adequate farm. 

For those not in a position to remain in agriculture under these 
conditions or who find unattractive the opportunities available in 
agriculture, off-farm employment will be needed. Associated with 
technological advance are new opportunities in industries making 
the new machines, in transportation, and in service industries. But 
these opportunities are usually “somewhere else.” Means of bring- 
ing the displaced agricultural worker and available jobs together 
are needed. Vocational training is a necessary part of this, as well 
as job placement. 
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Many of the new developments have increased the rewards of 
farmers on good land as compared with those on poor land. Future 
developments will be in this same general direction. The new tech- 
nologies usually produce the greatest relative returns on the better 
lands and in the more productive areas. With limited market out- 
lets, there may well result an increasing concentration of production 
in such areas. Such a tendency will emphasize the problems which 
have long existed in marginal areas and may bring new marginal 
areas into existence. Such problems include adjustments in land use 
involving shifts to new crops or enterprises, and in some cases 
transference of land from cultivation to use as grazing land or for 
timber production. 

Many of the problems arising out of technological developments 
stem from the differential rate of adoption of new machines and 
new techniques by different farmers and in different areas and re- 
gions. Progressive farmers who first adopt a labor-saving device or 
a yield-increasing technique stand to benefit the most, before the 
collective effects have had a chance to result in lower prices be- 
cause of increased aggregate production. Those who lag behind the 
procession will not share in this advantage. More rapid and general 
adoption of cost-reducing practices will increase the number of 
farmers benefited by technological improvements. A new equilib- 
rium will be more rapidly established and the gains to society great- 
est.° This is one of the challenges to educational and other public 
and private agencies in discharging their responsibilities. But an- 
other challenge is a recognition of the short-term repercussions on 
farm people who are adversely affected by technological develop- 
ment or who may be temporarily dispossessed of a job opportunity. 
Responsibility must fall upon society to alleviate as much as pos- 
sible these human problems of readjustment and to count this as 
one of the costs of increased efficiency and productivity. 


Cart P. Hetsie, Bureau of Agricultural Economics 
H. L. Boye, Deere and Company 
G. W. Forster, North Carolina State College 


8 Mr. Boyle comments as follows: “Unfortunately, there are many economic 
forces which work against this type of development. Manufacturers, for example, in- 
troduce new machines gradually and watch their performance carefully in order to 
detect any design or structural weaknesses. In normal times farmers accept new 
machines gradually, making sure that their investment in the machine will be a 
profitable one. It is in this manner that all technological progress has been made in 
both the fields of agriculture and industry. In all probability this pattern will be 
followed in the months and years ahead.” 


TECHNOLOGICAL DEVELOPMENTS IN 
AGRICULTURAL MARKETING* 


Report of a subcommittee of the American Farm Economic Association 


HE key to many of the most important social, political and 
f pottinst developments is to be found in technological change. 
Such modern economic problems as the business cycle and labor 
relations arose directly from the march of industrial technology. 
Malthus early reminded us of the consequences of failure to take 
into account changes in technology when drawing conclusions rela- 
tive to agriculture. Technology has played an important role in 
marketing, although it seems to be thought of generally in connec- 
tion with production. In fact, a case might be made in support of 
the thesis that technological change has been reflected in agricul- 
tural marketing and transportation even more than in production. 

Given now a marketing and transportation system for farm prod- 
ucts having the technological status of 1800, the entire existing 
economic order of the United States, both agricultural and indus- 
trial, would completely break down. Our large industrial centers 
could not be fed’; great portions of the specialized agricultural pro- 
ducing areas would be without market outlets. Even a casual ex- 
amination of the farm economy discloses that a very large part of it 
is absolutely dependent upon methods of processing, storing and 
transporting commodities which have been developed in compara- 
tively recent years. 

Unless we believe in the theory of the mature economy, and 
ignore the unusually rapid strides made by technology during the 
war, we must expect that the years ahead also will bring very sig- 
nificant changes in methods of marketing and transporting farm 
products. These developments, like those of the past, will affect 
vitally the geographical distribution of production, the relative in- 
comes of different groups of producers, the relative status of agri- 
culture and industry, the development of foreign trade, and a host 
of other economic relationships. 

Some Jules Verne might even visualize a distant future in which 
technological progress has made it possible for chemists of the Gen- 
eral Foods Corporation to bring us all our daily nutritional require- 
ments in a convenient capsule, made of synthetic materials, 


* A paper presented at the annual meeting of the American Farm Economic 
Association, Philadelphia, December 28, 1946. 
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attractively packaged and labeled, and called to our attention each 

week by a televised Bing Crosby, Jr. That part of the land area_ 
remaining in crops might be devoted to the production of celery or 

other tasty roughage to condition the gradual shrinking of our 

aldermanic paunches. Before dismissing even such fantastic images 

as utterly impossible we should remember the recently reported 

decision of a railroad president to postpone a large order for new 

locomotives because of his consulting engineer’s belief in the im- 

minence of commercialized atomic energy. 

But we do not have to wander so far afield in order to find pro- 
spective changes in marketing and transportation technology of 
great significance to agriculture. Plans already are afoot to make the 
retail food store, the meat packing plant, and other standbys of our 
present marketing system into quite different affairs than those to 
which we have been accustomed in the past. Those technological 
changes which on the basis of present indications seem to have 
most important implications for the next decade or two are freezing, 
pre-cooking, packaging, condensation or concentration, new and 
improved transportation equipment, textile manufacturing, mer- 
chandising and management control operations, and industrial 
utilization. 


New forms of processing 


Of these the most important seems to be freezing. Enthusiasts 
recently have made serious predictions that within a decade 60 
percent of all foodstuffs sold in this country will be frozen. This 
estimate seems entirely out of line with reality. Even if all meats, 
poultry, and fruits and vegetables were frozen, only about 50 per- 
cent of the total dollar volume at retail would be included. It would 
not be very surprising, however, if as much as one quarter of all food 
(retail value basis) eventually reaches the consumer in frozen form, 
unless some still newer and better methods of preservation are de- 
veloped. This implies a considerable substitution of frozen for fresh 
and canned fruits and vegetables, and a very large shift in the case 
of meats, poultry and fish. 

Although frozen meats now have no quality advantages over 
fresh meats, other advantages are so pronounced that they eventu- 
ally may become the most important frozen food item, despite the 
existence of undoubtedly serious obstacles to such a development. 
Frozen meats are ideally suited to the self-service operations of 
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modern retail food stores. They make possible a much greater de- 
gree of standardization than do fresh meats, and are far better 
adapted to branding and merchandising promotion. They make 
possible a better seasonal adjustment of supply to demand, and 
could result in smaller seasonal price fluctuations for livestock at 
the same time that costs of production were reduced by permitting 
a more uneven seasonal distribution of receipts. Consumer reaction, 
on the other hand, is yet to be determined, and labor organization 
opposition may delay or prevent commercial exploitation. 

Dehydration, which on the basis of present methods does not 
seem to offer important commercial possibilities, may come into the 
picture in conjunction with freezing. ““Dehydrofrozen”’ foods de- 
veloped at a Department of Agriculture laboratory are said to have 
advantages of both forms of processing. A new method of quick 
dehydration also is claimed to result in products greatly superior 
in quality to those produced during the war. As yet, however, not 
enough is known about the commercial adaptability of these new 
developments to warrant predictions regarding future volume. 

Pre-cooked frozen foods, as yet hardly more than a gleam in the 
eyes of a few promoters and investors, give promise of eventual 
tremendous expansion. There can be no doubt that pre-cooked 
foods of very good quality can be placed on the market even now. 
The tremendous shrinkage from raw materials to finished meals 
which is involved in cooking, making the per-pound cost and price 
differential appear much greater than it is when proper allowance 
is made for this factor in the home preparation of meals, and the 
still low valuation of women’s work in the home, constitute impor- 
tant obstacles to the commercial exploitation of pre-cooked foods. 
But changes in the working and living habits of urban families 
which have been under way for many years auger well for the future 
of pre-cooked foods when experimental operations have shaken 
down into efficient commercial operations. 

The condensation or concentration of liquid foods, particularly 
fruit juices and milk, may prove to be an important factor in the 
marketing of these products in future years. Many practical prob- 
lems remain to be worked out. But enough is known already to 
indicate some of the possibilities. Concentration reduces bulk and 
the unnecessary cost of shipping and handling large volumes of 
water. It makes purchasing more convenient, and facilitates sani- 
tary storage over a longer period of time. The process of condensa- 
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tion and sterilization as applied, for example, to canned evaporated 
milk imparts a burned or caramelized taste to the finished product, 
but presently known methods of low-temperature evaporation un- 
der vacuum, without high temperature sterilization, largely or en- 
tirely obviate this difficulty. Milk condensed to one-fourth its 
original volume and frozen can be easily reconstituted with water 
from the kitchen tap, and cannot be distinguished by most people 
from the original product. One need have no great familiarity with 
the cumbersome and expensive methods of handling market milk 
to see the possibilities of these products in reducing market- 
ing costs, enlarging the milk sheds of urban centers, and making 


short-time adjustments of supply to varying consumer require- 
ments. 


Consumer packaging to expand 


Packaging has been viewed by many economists in the past as 
largely an unnecessary frill adding to marketing costs and encour- 
aging product differentiation with the accompanying “evils” of 
monopolistic competition. Despite this disapproval, packaging has 
made tremendous strides and has brought with it many advantages 
as well as disadvantages. The increase in direct costs brought about 
in many cases has been partly, and sometimes more than offset by 
indirect savings made possible by convenience in handling and the 
encouragement which packaging offers to low-cost self-service 
methods of retailing. Packaging also has facilitated grading and 
standardization, and has made food buying much more convenient 
for the consumer. It will surely be expanded far beyond its present 
limits in the marketing of agricultural products, both facilitating 
and being facilitated by other technological developments such as 
freezing. The development of consumer packaging in connection 
with fruits and vegetables, meats, and other perishables will be 
especially important. Consumer packaging also offers possibilities 
in placing the retailing of many textiles on a self-service basis, with 
accompanying opportunities for marketing cost reductions. 


Transportation improvements 


The growth of trucking has exerted a tremendous influence on 
the transportation of farm products since World War I. It has 
taken over a good part of livestock transportation, it has become 
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important in long-distance shipping of fresh fruits and vegetables, 
it has almost replaced the rail movement of fluid milk, it has practi- 
cally taken over short hauls at every stage of marketing from the 
farm to the consumer. Yet the technological development of truck- 
ing is said by some far-seeing engineers to have only begun. Re- 
frigerated trucks only recently have been coming into the picture, 
and the use of Diesel motors or gas turbine engines carries great 
promise. Together with the building of high-speed traffic ways, 
these developments promise to make trucking of even greater rela- 
tive importance in the future. Air transport also offers interesting 
possibilities for the long-distance hauling of some perishable agri- 
cultural products, although it is not likely to take over any sub- 
stantial proportion of the total agricultural traffic volume in the 
foreseeable future. Railroad transportation, in contrast to these 
newer forms, has changed little since before World War I. Archaic 
equipment which fails to realize even the potentialities of the more 
simple and well established new devices, and operating methods 
having little apparent regard for competitive factors, offer broad 
opportunity for improvement. Among the prospective develop- 
ments along these lines are improved refrigerator cars, in which 
artificial may eventually replace natural ice refrigeration, lighter 
and better insulated cars with forced air circulation and thermo- 
static controls where desirable, Diesel and possibly gas turbine 
motive power, better loading methods, and reduction of time in 
transit. 


Technology in textiles 


The textile industry has been among those experiencing the most 
revolutionary technological changes in recent years. These have 
centered around synthetic materials which are substitutes for cot- 
ton and wool. Methods of manufacturing textiles made from agri- 
cultural raw materials have altered relatively little. The develop- 
ment of new textile finishes and treatment methods, the introduc- 
tion of improved machinery such as long-draft spinning, and the 
design of new materials which may be able to compete more suc- 
cessfully with those made from synthetics offer an opportunity to 
put the manufacture of textile products from cotton and wool more 
nearly on a par technologically with those prevailing in the syn- 
thetic textiles industry. 
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Industrial utilization 


Industrial utilization of farm products always has struck a re- 
sponsive chord among those concerned with the improvement of 
farm income and the elimination of agricultural surpluses, because 
such uses generally do not compete with other uses, and thus would 
not make a gain in one segment of demand merely at the expense of 
another. But despite the enthusiasm, and a rather well supported 
program of public research, new industrial uses which might play a 
large part in absorbing potential surpluses of farm products do not 
seem to have been developed. 

This does not necessarily indicate lack of initial success in the 
laboratory. Many new processes for the utilization of farm products 
in industry have been worked out. Some of these have gone from 
the laboratory into industry, but frequently it has been found that 
too high competitive costs prevent commercial exploitation. The 
development of a non-food product made from soybeans will add 
little to the demand for farm products if it cannot be produced more 
cheaply than one of equal quality made from nonagricultural ma- 
terials. Moreover, laboratories of industrial firms also have been 
conducting research to find cheaper and better sources of raw ma- 
terials, the effect of which has been to offset more or less the de- 
velopment of new uses for agricultural products. One large chemical 
firm, for example, is reputed to have adopted the specific policy of 
avoiding wherever possible the use of agricultural materials because 
of fluctuating supplies and prices. 

Objective consideration of these facts indicates that we will do 
well not to expect too much from industrial utilization. We may be 
lucky, by the intensive application of laboratory research, merely 
to hold our own against the encroachments of nonagricultural ma- 
terials in the industrial field, including textiles. 


Merchandising practices 


Two other types of marketing improvements which probably 
should be looked upon as largely technological in character are de- 
velopments in merchandising, particularly in retailing, and the im- 
provement of management techniques in marketing. 

Probably no part of the marketing system has undergone greater 
changes since World War I than retailing. The striking contrast 
between the old-fashioned corner “grocery store” and the modern 
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supermarket reflects a virtual revolution in methods of retail food 
merchandising, which has been closely linked to the increased use 
of the automobile. The success of the modern retail food store has 
been based largely upon reduced costs of operation arising from 
increased volume per unit, the introduction of self-service methods, 
and centralized buying and management. 

Management controls over such things as the location of stores, 
the type and arrangement of equipment, relative emphasis given 
different groups of food products, traffic flow within the store, ad- 
vertising and price promotions, other features of store operation 
and personnel supervision have been developed to a high degree of 
efficiency. It is evident, however, that the peak has not been 
reached, and that practical merchandising research is able to dis- 
close many new ways of increasing volume per unit and making 
handling operations more efficient. 

The mechanization of store operations also is receiving a great 
deal of attention from inventors. Although it is yet too early to 
draw any definite conclusions regarding the possibilities of this 
latest development in retailing, it would appear that the possible 
introduction of frozen meats and pre-packaged fresh produce, and 
the recent invention of automatic change makers, will eliminate 
some of the leading obstacles. One would do well not to take for 
granted the present-day supermarket as the culmination of change 
in retail merchandising. 


Management techniques in marketing 


Introduction of the assembly line into industrial manufacturing 
operations brought in its wake a lengthy train of efficiency improve- 
ments based on the breaking down of complicated single operations 
into many simple tasks which could be performed by unskilled 
labor with maximum opportunity for management to check and 
maintain the output of individual workers. Closely allied to this 
increased reliance on the principle of division of labor was the time 
and motion study and work simplification approach. 

In recent years the farm management people have picked up the 
idea of work simplification, and the meeting halls resound with the 
voices of their specialists reading papers on the subject. Although 
marketing teachers and researchers long have made admiring ref- 
erences to the labor efficiency of meat packing establishments, rela- 
tively little progress has been made in bringing about increased 
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application of these principles in marketing generally. Purdue Uni- 
versity is reported recently to have made studies indicating the 
importance of this approach in increasing marketing efficiency, and 
others also have become interested in developing this phase of 
management research and its application. Ten or twenty years from 
now we might very well look back upon this as the beginning of an 
important technological development in marketing. 


Many changes unpredictable 


In attempting to evaluate the future of technology in any field, 
the one fatal mistake is to minimize the probable changes. Science 
and invention are just coming into full bloom, and their limits are 
boundless as far as present human comprehension is concerned. 
There is every reason to expect that the flood of new products, de- 
vices and methods which center in the field of industrial production 
will spill over into agriculture and agricultural marketing, with 
eventual effects far beyond those which we now can visualize. The 
economist, like all human beings, is prone to interpret the future in 
terms of the present. Thus, the professor of marketing, like the 
president of the Ajax Grocery Company, usually is inclined toward 
the position that the ultimate in equipment and methodology has 
been reached, and that from now on changes in marketing are likely 
to be minor ones, in the nature of perfection of detail. Such a view- 
point, although perfectly natural, is not likely to prove correct in 
the long run, and will not contribute to the kind and degree of im- 
provement in marketing which we all hope for. 


Prospective effects of marketing technology 


Taking into account only those technological improvements 
which are now discernible in the offing, we can observe a number of 
prospective effects which will have important repercussions on vari- 
ous groups of producers and consumers. 

Agriculture, one of the few large industries still operating essen- 
tially under conditions of pure competition, will be drawn more and 
more into the category of limited monopoly which accompanies 
merchandising of products under individual brands. Meats and 
fresh fruits and vegetables, bulking so largely in the total food 
marketing picture, will follow canned goods and dairy products into 
the realm of monopolistic competition. In the case of fruits and 
vegetables, especially, this will extend in many cases clear down to 
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the individual shipper and even producer. This will give increased 
competitive advantages to large producers and shippers of fruits 
and vegetables, and to cooperatives, since the advantages of prod- 


uct differentiation cannot be realized in an important degree by. 


smal! marketing units. 

The advantages of quality control and other features of inte- 
grated production and marketing operations will be enhanced, as 
in the case of certain recently developed frozen food operations 
which extend from the farm clear through to the retailer. The tie-in 
between production and marketing will become of increasing im- 
portance. 

Opportunities for and advantages arising from product differenti- 
ation and integration will tend to bring about consolidation of 
scattered marketing operations, and promote the growth of large 
concerns of the general type which in recent years have come into 
the cheese and other food marketing fields. The advantages to re- 
tail food chains of engaging in marketing operations below the level 
of the terminal wholesale market will be increased. The attention 
given by economists to various elements of monopoly in agricul- 
tural marketing will be increased, and it is hoped that the current 
interpretations of the nature and effects of monopoly will become 
more competently intellectual and less incompetently emotional. 

The costs of rendering many marketing services will be reduced 
as a result of these technological changes, but the services per- 
formed will be increased to such an extent, as in the case of pre- 
cooked frozen foods, that the total spread between the farm and the 
consumer may be materially greater. If, as a result of receiving these 
extra services, consumers allocate a larger proportion of their cur- 
rent income to the purchase of products of agricultural origin, this 
will not be an adverse change from the standpoint of producers. 

Consumers will benefit from the more palatable foods of higher 
nutritional content made available in more convenient form. The 
resulting general enhancement of nutrition should, if we are to be- 
lieve the tales of our colleagues in the field of biochemistry, ma- 
terially affect the capacity of our people for accomplishing good or 
fighting atomic wars. 

Agricultural producers will be affected in different ways, accord- 
ing to their geographical location and competitive position in the 
old and new areas. Seasonal supplies and prices of fruits and vege- 
tables, meats and other products will be materially altered. This 
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will affect production costs as well as market returns. For example, 
any general shift to frozen meats would contribute greatly to the 
adjustment of market supplies to seasonal consumption, reduce the 
seasonal peaks in meat and livestock prices, and result in a more 
uneven distribution of livestock receipts which would tend to lower 
costs of production at the same time that it increased costs of proc- 
essing. The relative advantages enjoyed by producers of “early” 
produce, and by producers located close to large consuming mar- 
kets, are likely to decline in importance, and these sections will be 
placed on a more strictly competitive basis with low-cost producing 
areas. The advantages accruing to large producers of quality prod- 
ucts who are wide awake to take advantage of new marketing op- 
portunities may be increased, although some technological develop- 
ments would tend to limit the opportunities for individual market- 
ing by smaller producers. 


SUBCOMMITTEE MEMBERS: 
C. O. BRANNEN, University of Arkansas 
A. C. Horrman, Kraft Foods Company 
F. L. Tuomsen, BAE, Chairman 


A FOOD AND NUTRITION PROGRAM FOR 
THE UNITED STATES* 


The Chairman of the Committee, Dr. J. D. Black, suggested that each 
panel member discuss certain problems involved in developing a national 
food and nutrition program. The following statements are submitted by 
the participants as a summary of their discussion at the round table. 


DEFICIENCIES IN THE UNITED STATES DIET, AND 
MEANS OF MEETING THEM 


L. A. Maynarp 


Cornell University 


From a nutritional standpoint, diets are evaluated in terms of their 
ability to provide the individual with the nutrients needed for optimum 
health and performance. There are two general methods of obtaining in- 
formation. In the survey method, the nutrients actually consumed, as ob- 
tained from data as to food intake and its nutrient composition, are com- 
pared with standards for body needs, such as the National Research Coun- 
cil recommended dietary allowances. In the physiological method, nutri- 
tional status is measured by physical and laboratory examinations which 
detect specific nutrient deficiency symptoms in a population. 

Both procedures have their limitations. The standards for evaluating 
these data are by no means clearly established. In the survey method, 
the question arises as to whether the recommended dietary allowances, 
which are “goals toward which to aim in planning practical diets,” or a 
standard closer to minimum needs, should be used. In the physiological 
method, the actual significance of many of the physical signs and labora- 
tory findings considered indicative of the specific so-called preclinical 
nutritional deficiencies, remains in doubt. 


Incidence of Malnutrition 


There are sufficient data from recent studies, however, to indicate, even 
when conservatively interpreted, that malnutrition continues to be an 
important problem among various segments of our population. 

The survey conducted by the U.S.D.A. in 1942 revealed that while the 
situation had improved since 1936, approximately one-third of the diets 
failed to meet the N.R.C. standards in one or more nutrients. Although 
this finding does not mean that one-third of the population was actually 
undernourished, the cases of very marked shortages were sufficiently 
numerous to indicate that malnutrition remained a real problem. 

In 1942, the Office of Defense Health and Welfare Service, with the 
cooperation of the Public Health Service, sponsored nutrition clinic 
demonstrations throughout the country. Diet records and physical and 


* Summary of remarks by members of the Association Committee on that subject 
at the round table discussion during the Annual Meeting of the American Farm 
Economic Association at Philadelphia, December 28, 1946. 
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laboratory examinations were made. Reporting in 1945 on these activities, 
Wilkins and Sebrell (Fed. Proc. 4, 258, 1945) stated: “To date 66 clinic 
demonstrations have been made in 24 states in all sections of the country. 
In all areas, we found a wealth of evidence suggesting deficiency disease. 
The evidence also suggests that deficiency disease is widespread in school 
children.” Country-wide Selective Service records show that approxi- 
mately one-third of the rejections were due to causes related directly or 
indirectly to malnutrition. 

Goldsmith (Fed. Proc. 4, 263, 1945) has reported on an extensive series 
of studies in Louisiana, most of which were made in 1942-44, which fully 
justify her conclusion from dietary records and physical and laboratory 
examinations, that “nutritional deficiency is still an important problem in 
this part of the country.” In a study of New Orleans grade and high school 
students, for example, the diets were found poor (distinctly below N.R.C. 
standards) in the case of 29 percent of the white students and 59 percent 
of the negro students. 

Other studies revealing clear evidence of malnutrition might be cited. 
There are also reports from specific areas in which serious dietary defi- 
ciencies were found to be rare. The malnutrition problem is not general 
for the country as a whole, but is of outstanding importance among 
certain groups and in certain areas. It appears to be most serious among 
children and pregnant or nursing mothers. ; 

One cannot state with any certainty what specific deficiencies are most 
common. Area and group differences are involved. Also, there are physical 
signs clearly indicating malnutrition which are not sufficiently specific to - 
identify the individual nutrient concerned. In fact, multiple deficiencies 
may be involved. Such deficiencies are primarily of specific nutrients rather 
than of calories—a lack of foods of the right quality rather than an insuf- 
ficient intake in general. In the 1942 survey by the U.S.D.A., riboflavin, 
calcium and vitamin C were found most frequently lacking in terms of the 
N.R.C. standards. Other vitamin deficiencies have been stressed in other 
reports. A lack of vitamin D continues to be important among certain 
groups of children. The frequent occurrence of anemias, which apparently 
are not due to other causes, indicate a dietary lack of iron or factors con- 
cerned in its utilization. Some groups evidently do not get enough protein 
or protein of the right quality. 

It should be realized that these findings were obtained during a period 
of abundant food supplies and of high purchasing power. The Food Con- 
sumption Levels Studies of the Combined Food Board revealed that the 
average per capita nutrients available for civilian consumption were in 
all cases markedly above the N.R.C. standards—sufficient to cover normal 
unaccounted-for losses between the retail stage and ingestion. But na- 
tional averages are no guarantee that an adequate diet is available at all 
times in every locality or that everyone has the money or the knowledge or 
even the desire to buy it. These facts are reflected in the evidence of the 
continued occurrence of malnutrition during the past five years. 

Thus, even under the present favorable conditions the occurrence of 
malnutrition remains an important problem. If conditions become less 
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favorable, malnutrition may be expected to increase, primarily because of a 
shift to a diet of lower nutritional quality. 


Means of Meeting Nutritional Deficiencies 


The present situation and outlook suggest that the problem merits con- 
tinued attention in any national food and nutrition program. In the first 
place, nutrition education in the home, in the school, and for the general 
public should be stepped up to combat ignorance and indifference. It 
must be made more effective in reaching those who need it most and in 
meeting their specific and individual needs. The continued rise in the con- 
sumption of dairy products during the depression years is an example of 
what nutrition can accomplish even in adverse situations. 

Education, however, is a slow process. It must be accompanied by more 
active measures. The school lunch program has the double advantage of 
being of immediate and direct benefit to a group which stand in special 
need of a better diet and of serving as a practical and effective means of 
education as well. The school-age group represents the time of life when 
food habits are largely formed. A school lunch program, coupled with 
formal nutrition education, exerts an influence that carries back into the 
home. No other single measure could accomplish as much for better nutri- 
tion as a nation-wide liberally supported school lunch program. 

Public funds should also be made available where needed to assist 
infants and nursing and expectant mothers to obtain an adequate diet. 
What plan will most effectively accomplish this objective may well be a 
matter of debate, but from the standpoint of the nutrition scientist the 
prevention of ill-health through better nutrition is as justifiable a use of 
public funds as the care of the sick, and more economical in the long run. 
The elimination of malnutrition is a good policy irrespective of humani- 
tarian reasons. Good nutrition is essential to the health of the community, 
the nation, and the individual. Taxpayers need to realize that a decrease 
in public expenditures for medical care necessary for the support of those 
unable to earn a living would result. Public education to this end seems 
very important in connection with both the school lunch program and any 
other measures calling for public support. 

While the quality of the present food supply is fully adequate on an aver- 
age basis, its further improvement is nevertheless desirable. Although it is 
possible to obtain an adequate diet from a national supply containing less 
of the so-called “protective foods” than our present one, such a procedure 
is not to be advocated for our people except as necessity or the need for 
sharing may dictate. It requires more knowledge and skill to select an 
adequate diet from foods of lower nutritional quality. More education is 
needed accordingly. Milk, meat, eggs and fruits and, to a lesser extent, 
the more nutritious vegetables are the preferred foods. Nutrition is best 
served when foods which are both most nutritious and most highly prized 
are available in abundance. Food habits are of tremendous importance. 
Changes can be brought about only very slowly without nutritional dis- 
advantage when shifts to less preferred foods of lower nutritional quality 
are involved. 
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A more precise evaluation of the occurrence of malnutrition and of the 
effectiveness of specific procedures in correcting it becomes of special im- 
portance in connection with national food programs which involve the 
large use of public funds. Apart from the correction of nutritional defi- 
ciencies, information is particularly needed as to the relationships between 
the diet of the individual and his state of health and performance. Thus it 
would seem an important part of a food and nutrition program for the 
nation to test, as we go along, the need for and the effectiveness of the 
measures taken. I hope that in connection with plans for the expansion 
of the school lunch program and any other measures, provision can be made 
for studies of their actual effects on nutritional status, along with studies 
of their operation in general. 


LEVELS OF FOOD CONSUMPTION, PAST AND PROSPECTIVE 


H. M. SoutHwortH 
U.S. Department of Agriculture 


What Has Happened to Food Consumption? 


Trends in consumption by commodities and by nutritive elements are 
well brought out in the mimeographed publication “Nutritive Value of the 
Per Capita Food Supply 1909-45” issued by the Bureau of Human 
Nutrition and Home Economics and the Bureau of Agricultural Economics 
in June 1946. Long-run trends in per capita consumption are indicated: up- 
ward in the case of dairy products, citrus fruits and leafy green and yellow 
vegetables; and downward in grain products, potatoes and sweet potatoes, 
and perhaps deciduous fruits. An earlier downward trend in meat con- 
sumption was reversed in the middle 30’s. The rising trend that began then 
continued through the War to the extent that restricted supplies of meat 
permitted. An earlier upward trend in consumption of sugars was reversed 
around 1930 and the decline in sugar consumption was particularly marked 
during the War. 

A number of other wartime changes may be noted. The protein foods: 
eggs and the beans, peas and nut group increased in consumption and the 
long-run upward trend in dairy products was accelerated—with a remark- 
able rise in the consumption of fluid milk especially. Upward trends in 
citrus and in vegetables were likewise accelerated. The downward trends 
in potatoes and sweet potatoes and in grain products appeared to have been 
checked. The War saw decreasing per capita consumption of fats and oils. 

It should be emphasized that these data are national averages and sub- 
ject to all the shortcomings that inhere in such averages. We need to know 
more about the dispersions around these averages—the extent to which 
the apparent improvements in diet have been participated in by the many 
separate groups—geographic, cultural, and income—that make up the 
national population. 
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What Will Happen to Food Consumption? 


There is a “natural law” that at the times when we need forecasts in 
the worst way, they are the hardest to make in any reliable fashion. This 
is such a time. Most of the forecasting currently being attempted turns out 
on closer examination not to be forecasting at all. Rather, it turns out to 
be what we call “model building” —estimating what may happen if certain 
underlying variables vary in assumed ways. As a basis for stimulating 
discussion at this meeting, it would seem more profitable to list some of 
these underlying variables rather than to attempt to describe the pattern 
of consumption that might result under certain assumptions regarding 
them. 

I should like to throw out four such underlying factors for discussion. 
First of all, what we eat over the next few years is going to depend upon 
what is produced and what is put on the domestic market. Year in and 
year out we eat pretty much what is available. This is going to depend in 
part on our policies and programs with regard to production and, espe- 
cially, with regard to price support—whether we hold products off the mar- 
ket to keep the prices up or find some other means of carrying out farm in- 
come objectives. It will depend to some extent on foreign trade develop- 
ments and our policies with respect to exporting and importing foodstuffs. 

In the second place, what we eat is going to depend upon purchasing 
power. Under this category I include the whole pattern of phenomena 
relating to employment and wages in comparison with prices; to business 
activity, prosperity and depression; and to income distribution. In this 
field of speculation one can get about as many opinions as he finds persons 
to ask, and the opinions vary not only from person to person, but from 
month to month. 

A third important factor will be the pattern of consumer interests and 
the effectiveness of education and other influences in molding those pat- 
terns. Will we be able to sustain the increasing interest in nutrition that has 
developed in recent years and especially during the War? What will hap- 
pen to food consumption as other goods become more widely available in 
the markets and producers and distributors of them return to advertising 
and high pressure selling? Will our nutritional education work be able to 
compete with these other forces that have in the past been a highly impor- 
tant educational influence on consumers? 

This leads to the fourth factor, the way in which we market our foods. 
Will we back up educational work with effective and efficient merchandis- 
ing? What we eat may be substantially influenced by whether focds are 
made widely available, at a reasonable marketing charge, at the right time 
and place and in the right quality and condition to suit consumers. In this 
connection the success of programs that may be developed under the new 
Research and Marketing Act may have an important bearing. 

To sum up, I think we can state four short propositions regarding food 
consumption over the next several years. (1) We will eat what we get. (2) 
We will eat what we can afford to buy. (2) We will eat what we’re taught 
to eat. (4) We will eat what we’re sold. The actual pattern of consumption 
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will be forged in the combination and conflict of forces that underly these 
four statements. 


PROGRAMS FOR MAINTAINING FOOD DEMAND 


RAINnER SCHICKELE 
U.S.D.A., Washington, D.C. 


The appearance of food surpluses are usually credited to production 
maladjustments. The discussion of what to do about them, therefore, often 
focusses upon means of reducing food output and shifting resources out of 
agriculture. 

War and postwar prosperity in the United States, however, has demon- 
strated a higher capacity to consume food than most students would have 
anticipated. Also, in view of continued prevalence of malnutrition in sub- 
stantial sectors of the population pointed out by Dr. Maynard, there is 
ample evidence that food surpluses might arise from consumption rather 
than production maladjustments. Before recommending a reduction on the 
supply side, it would be wise to explore the possibilities of inducing an ex- 
pansion on the demand side. 


Food Demand in Prosperity 


In 1946, per capita food consumption was about 15% above prewar. At 
the same prices, consumers would have taken more had it been available; 
and if farm prices would have been closer to parity (say around 105 instead 
of 120), lower food prices would have raised consumption even more, 
perhaps to an index of 120. Allowing for population increase, such a de- 
mand level would have absorbed practically the total increase of food pro- 
duction achieved during the war years, at profitable farm prices. 

This increase in domestic food demand was the combined result of a 
high national income and a better distribution of that income among the 
nation’s families. Estimates indicate that in 1936 about 50% of the 
urban families spent less for food than was required to purchase an ade- 
quate low-cost diet; in 1942, that proportion decreased to about 25%, and 
was probably even lower in 1946. 

Aggregate food demand, therefore, can be increased by raising national 
income, and by increasing the income of the lower-income relative to that 
of the higher-income families. Appropriate policies directed toward such 


ends are general-economic in nature; they are not specific food and nutri- 
tion policies. 


Effect of Income Distribution on Food Demand 


Consumer expenditure studies clearly demonstrate that the income elas- 
ticity of food demand is substantially higher in the lower than in the upper 
half of the families on the income scale. Various kinds of food are quite 
differently affected by income changes, as the following table indicates. 
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Errect or Non-FARM FamIty INCOME ON Foop ConsumPTION, 


1935-36* 
Consumption Index 
Average per capita 
Commodity consumption= 100 
Lowest income Highest income 
group group 
All Foods 67 165 
Tomatoes & Citrus $1 238 
Meat, poultry, fish 53 202 
Green & yellow vegetables 56 174 
Dairy Products (excl. butter) 52 150 
Eggs 68 141 
Potatoes 73 115 
Sugars 94 121 
Fats and Oils 102 130 
Grain products 126 113 
Dry beans, peas, nuts 100 100 


* Derived from data presented by H. K. Stiebling, Adequacy of American Diets 
Journal of the American Medical Association, March 13, 1943, Vol. 121, No. 11 


Families in the lowest income group (under $500) consumed about half 
as much meat per capita as the average non-farm person, while in the 
highest income group ($5000 and over) they consumed about twice as 
much per capita as the average. That differential is much smaller in po- 
tatotes, sugars, fats, and is actually reversed in grain products. < Fe 

A sense of the order of magnitude with which changes in income dis- 
tribution might affect aggregate food demand can be gained by applying 
the consumption rates observed in families of various incomes to different 
patterns of income distribution. If per capita consumption rates of the 
respective income groups in a depression pattern of income distribution 
(1935-36) are combined to average national consumption rates and used as 


Per Capita Consumption 


Index Under Prosperity 
Commodity Income Distribution 
(Depression Distribution 
= 100) 

All foods 119 

Tomatoes & Citrus 151 

Meat, poultry, fish 131 

Green & yellow vegetables 125 

Dairy Products & eggs (excl. butter) 116 

Potatoes 108 

Sugar, fats and oils 106 

Grain products 97 

Dry beans, peas, nuts 92 
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an index base, those same income group rates applied to a prosperity pat- 
tern of income distribution (1945) would result in the average consumption 
indices, of the foregoing table assuming food prices constant :! 

These figures, derived from the non-farm consumption data of the 1935-36 
Consumer Purchasing Study, cannot be more than rough approximations. 
I believe, however, that they indicate fairly well the relative sensitivity 
of demand for the major food groups to income changes, and the general 
order of magnitude of their over-all effect upon aggregate food demand. 

These facts and considerations are extremely important in evaluating 
various policy measures designed to expand the effective demand for food 
and to increase food consumption where it is most needed from a nutri- 
tional viewpoint. 


Food Consumption Supports 


As an alternative to reducing food output, or supporting prices in the 
market at a pre-determined level, measures to support consumption in face 
of declining national income or deteriorating income distribution deserve 
closer study. To the extent that such measures can be justified on grounds 
of their inherent nutritional and public health merits, they should be ap- 
plied regardless of whether or not food is “in surplus” at any particular 
time. Their economic effect will-be to stabilize aggregate demand for food 
at a relatively high level and to cushion the impact of business recession 
upon farm prices on the one hand, and upon the diets of lower-income 
families on the other. 

The School Lunch Program is the only general food consumption support 
measure now in operation in this country. Its present scope is rather lim- 
ited (to a $75 million annual federal appropriation and whatever state and 
local agencies contribute, and serving probably less than one-fourth of all 
students enrolled in public schools). It could be greatly expanded until a 
balanced meal would be offered free of charge to every student in grade and 
high school. The meals could be adapted in their composition to age, cli- 
mate and food habit requirements. The program’s educational phases could 
be greatly strengthened, and its over-all effect upon nutrition and health 
on the one hand, and the market demand for many important foods on 
the other, could be much increased beyond its present scope. 

Moreover, it furnishes an efficient outlet for some of the foods pur- 
chased by the government under price support operations. Surplus dis- 
posal through school lunches, however, should not exceed reasonable nutri- 
tional limits. 

The National Food Allotment Program is a rather ambitious proposal 
offered in the “‘Aiken Bill” of 1945 (S.1151 79th Congress).? It would in 
effect establish a nutritional floor below which no American family would 


1 These figures are highly tentative and require rigorous scrutiny. Pending such 
scrutiny, they should serve only to indicate a probable general pattern and order of 
magnitude. 
~ * See R. Schickele, The National Food Allotment Program. Ta1s JourNAL, May 

46. 


The same Bill was reintroduced January 10, 1947 by Senator Aitken in S.131, 
80th Congress. 
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need to fall. It would not prescribe any specific standard diet, but would 
make available to any family sufficient purchasing power to buy an ade- 
quate low-cost diet, leaving consumers free choice as to which foods they 
want to use. Any family would be entitled to purchase with an amount 
roughly corresponding to its normal food expenditure a booklet of food 
coupons whose face value amounts to the cost of an adequate low-cost diet. 
Part of this program would be an intensive nutritional education service 
which would advise participating families how to make the best use of their 
food coupons in purchasing a diet well adapted to their individual needs. 

Assuming the provisions of the Aiken Bill’s latest version, it has been 
estimated that a full-fledged program would require around $500 million 
dollars in federal appropriations under prosperity conditions, which 
would increase to $2 or 23 billion in a severe depression. Since many ad- 
ministrative difficulties are involved in operating such a program, it should 
perhaps be started on an experimental scale in various places before apply- 
ing it on a nation-wide basis. 

Whatever its social or psychological drawbacks may be, its economic 
effect on aggregate food demand would be decidedly favorable. The con- 
sumption rates by income groups quoted earlier suggest that the demand 
especially for fresh fruits and vegetables, meat, dairy and poultry products 
would be materially stronger during a business recession that it would be 
without the program, while potatoes, cereals, dry beans and peas would be 
affected but little. But more important than the general price-stabilizing 
factor would be that the nation’s nutrition, and in a large measure the 
health of the people, would be protected against the impact of business 
fluctuations and unemployment. It would constitute an adjustment in 
demand rather than the supply pattern, in the direction of activating the 
latent food demand of families most in need of food. 

The Food Stamp Program which was in effect from 1938 to 1942 was in 
some respects similar to the Food Allotment Program. It was, however, 
primarily intended to reduce food surpluses, since the free (blue) stamps 
could be used only for foods appearing on the surplus list. Still, it helped 
probably the majority of participating relief families to improve their 
nutrition by giving them access to food which otherwise might have been 
wasted or diverted to lower uses. 

It is highly worthwhile exploring ways and means to improve the de- 
mand pattern for food so as to bring about a distribution more nearly 
according to nutritional needs. Families with low per capita incomes, school 
children, expectant and nursing mothers are the groups where the inci- 
dence of malnutrition and undernourishment is strongest. Not all of it can 
be attributed to inadequate incomes, but a large part of it can. In the higher 
income groups there is much over-eating and poor selection of foods which 
can be combatted by nutritional education; in the lower income groups, 
there is much under-eating and poor selection of foods by necessity which 
education alone cannot overcome. The activation of the latent demand for 
food in under- or mal-nourished families should be one of the prime ob- 
jectives of a national food and nutrition program; effective and wide-spread 
nutritional education should be the other. 
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FOOD CONSUMPTION IN RELATION TO FARM 
PRODUCTION AND INCOME 


HeEtEN C. FARNSWORTH 
Food Research Institute 


I have been asked to discuss the question: “Can consumption and pro- 
duction of farm products be brought into balance at levels that provide 
reasonable incomes for farm families?” 

This is one of those debatable questions that can be answered either 
affirmatively or negatively, depending on how the important terms are 
defined and what assumptions are made as to future conditions of employ- 
ment and trade. In the present instance we need to agree on what level and 
distribution of production is supposed to be balanced against what kind of 
consumption, and what we mean by “reasonable incomes” for farm families. 


Food Production Prospects 


Take first the level of production of farm products. Between 1910 and 
1938 the index of volume of agricultural production in the United States 
rose about 30 percent or at an average rate of about 1 percent per year. 
Then came the war, and between 1938 and 1946 the index rose almost as 
much as it had in all of the 28 preceding years combined or at an average 
annual rate of 3 percent. If we want to talk about balancing consumption 
and production in the early 1950’s, with what level of production shall we 
be concerned—the level characteristic of the past three years, a moderately 
lower level, or a level that represents an increase from 1946 of 1 to 3 per- 
cent per year? 

I would suppose that we might reasonably disregard the last of these 
three production possibilities, in view of the following considerations. (1) 
Agricultural production was favored during recent years by unusually good 
crop weather. On this ground alone, it would be reasonable to expect the 
production index to decline somewhat during the next few years. (2) Ab- 
normally high prices and subsidies encouraged farmers to adopt more in- 
tensive production methods during 1942-46 than they may wish to 
continue after farm prices are again at more normal levels. On the other 
hand, such changes in farm practices may be counterbalanced by the 
introduction of other improvements in agricultural techniques that will 
lower costs of production and tend to stimulate output. I think it is im- 
possible to foresee which of these influences will prove to be the stronger. 
(3) Part of the wartime increase in the index of agricultural production 
reflected a shift in emphasis from crops of relatively lower value per unit 
to crops and livestock products of higher unit value. Thus, the cotton, 
sugar, tobacco, and potato crops declined in relative importance, whereas 
animal products, oil-bearing crops, and truck crops increased in impor- 
tance. This shift in composition of American agricultural production, which 
is broadly in line with long-run economic tendencies, may well persist; yet 
its influence seems unlikely to be strong enough in the near future to push 
the production index still farther upward. 
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Food Consumption Prospects 


So much for the production side of the picture. Now let’s look at the 
consumption side. American agricultural products, especially food prod- 
ucts, have been consumed here and abroad at an unusually high rate 
during the past few years. Military requirements were responsible for a 
substantial portion of the increase. So were shipments on lend-lease ac- 
count and, later, relief shipments and enlarged commercial exports. But 
the American civilian population also made increased demands on the 
nation’s farmers. This is evident in the rise in the index of per capita civil- 
ian food consumption from a stable level of about 100 throughout the 
interwar period to 112 in 1945, and to perhaps 115 in 1946. The increase 
indicated by these figures primarily represents a change in composition 
of the average American diet—a change involving increased consumption 
of such relatively expensive foods as poultry and eggs, meat, truck vege- 
tables, and fruits, and decreased consumption of sugar, potatoes, non-wheat 
cereals, and dried beans. Many studies show that dietary changes of this 
type are to be expected when income levels are shifted substantially up- 
ward, as they were for many groups of the civilian population during the 
war years and in 1946. 

Can we expect the inflated food-consumption levels of recent years to be 
continued? No one can answer this question with assurance. But there are 
certain elements of the answer which are worth noting. 

The over-all demand for American farm products depends primarily on 
domestic consumption levels, secondarily on exports to foreign countries. 
Over the next five to ten years, the domestic demand will be partly 
supported by population growth at a rate of something like seven-tenths 
of one percent annually. And if reasonably high levels of employment and 
income can be maintained, per capita domestic consumption figures seem 
likely to be materially higher than in the interwar period, though probably 
significantly below the average per capita levels for the entire population 
(including the armed forces) in 1944-46. 

There seems to be less reason, at the moment, to be optimistic about 
the foreign demand for American agricultural products. After 1947 or 
1948, when the period of heavy relief shipments has passed, the size of 
our agricultural exports will depend partly on the degree of success of the 
State Department’s desirable efforts to bring about a reduction in world 
trade barriers. These exports will also depend on the willingness of the 
United States to accept imports and to make foreign investments. But 
perhaps equally important will be the agricultural price policy of this 
country; for if the domestic prices of our major export crops are artificially 
maintained at high levels, these products cannot flow to world markets 
except under governmental subsidies and arrangements contrary to the 
spirit of international economic cooperation. If world markets for farm 
products are not opened, the nation will be faced with critical surpluses 
of wheat, cotton, tobacco, and certain other export products while present 
acreage levels are being adjusted downward. 

These considerations point to the significant conclusion that American 
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farmers have a greater stake in the success of programs to maintain high 
levels of efficient employment and trade than they have in any so-called 
“agricultural” or “food” program yet devised. Such favorable conditions 
would not solve all of the nation’s prospective farm problems; technologi- 
cal progress, changes in demand, and basic agricultural changes in other 
countries would necessitate constant farming adjustments. But favorable 
conditions of employment and trade would insure enlarged markets for 
certain kinds of agricultural products, and this would facilitate needed 
downward adjustments in the production of crops yielding considerably 
lower rates of return. 


Farm Income and Government Subsidies 


It is pertinent to ask whether American farmers could be expected to re- 
ceive reasonable incomes without special governmental intervention if em- 
ployment conditions were favorable, and if American agricultural exports 
were moderately expanded over the average for 1930-39. Under these 
conditions, farm incomes would be reasonably adequate, I think for the 
great bulk of farmers operating at acceptable levels of efficiency; but this 
would presumably not be true for farmers operating inefficiently, or for 
those continuing to rely predominately on the production of crops in per- 
sistent surplus. Such an income situation may be said to be typical in a 
free, competitive economy—typical of all sorts of enterprises, trades, and 
professions. Nor does it seem to me that farmers should ask governmental 
assistance in obtaining a better dea] than this, except for the purpose of 
covering special risks or conditions not faced by other large classes of the 
population. Thus, farmers could reasonably ask for the extension of na- 
tional crop-insurance schemes, for limited and decreasing financial aid and 
guidance in making needed acreage adjustments, for special assistance in 
major economic depressions, and for the establishment of a sound inter- 
national buffer-stocks plan. Moreover, farmers could well join with other 
occupational groups in demanding a unified vocational-employment serv- 
ice, which would make available to urban and rural communities adequate 
vocational and employment information, vocational-training opportuni- 
ties, and employment-exchange services. These programs would help 
farmers to help themselves secure higher level of incomes, facilitating shifts 
from less to more remunerative farming activities and shifts from agricul- 
tural to non-agricultural occupations. 

But I am afraid that some American farmers have become so used to 
unjustifiable ““‘hand-outs” from a paternalistic government that they will 
want to continue to claim as their “natural right’’ the privilege of producing 
large, repetitive surpluses of various farm products at public expense. 
And after the pleasant price and income experiences of farmers during the 
past few years, many may be reluctant to regard as “reasonable” any price 
or income level much below wartime peaks. Already various farm leaders 
are talking about new demands for revised definitions of parity— 
mostly in the upward direction. And they are beginning to show increased 
concern about the nation’s nutritional status—a concern that does not 
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extend to demands for reduced restrictions on the importation and sale of 
cheap and nutritious foods of foreign origin, but which is confined to 
programs involving governmental subsidization of consumption of 
higher-cost American products. 

This does not mean that none of these proposed food-subsidy programs 
should be adopted. Several seem to me to have real merit, in that they 
might be expected to contribute to the public welfare at a cost reasonably 
commensurate with the gain. This is true, I think, with regard to proposals 
for marked expansion of the school-lunch and school-milk programs; pro- 
posals for supplying minimum rations of low-cost milk to all pre-school 
children, pregnant women, and nursing mothers; and proposals for supply- 
ing food stamps (in accordance with specific recommendations from public 
health and relief agencies) to families on relief and to families with mem- 
bers showing clinical symptoms of malnutrition. 

These proposals are broadly in line with the recommendations made in 
1945 by the sub-committee of the National Planning Association, headed by 
Dr. Black. They are aimed specifically at improving the nutrition of the 
children of the nation and at correcting clinical symptoms of malnutrition 
in low-income families. 

The basic ideas and philosophy underlying these proposals are quite dif- 
ferent, however, from those underlying the suggested National Food Allot- 
ment Program. That proposal I cannot endorse for the following reasons: 

(1) It is based on the assumption that the science of nutrition has ad- 
vanced to a state which makes it possible to formulate a reasonably ac- 
curate statement of nutritional requirements. This, I think, is not yet true. 

(2) It is based on the assumption that each family should be enabled to 
purchase with 40% of its income a particular average diet pattern based 
on the “Recommended Dietary Allowances” of the Food and Nutrition 
Board of the National Research Council. I believe that this would result 
in the subsidization of food consumption at levels unwarrantedly high. 
On the one hand, the Board’s figures allow substantial safety margins to 
provide for the food needs of individuals relatively inefficient in utilizing 
their food—safety margins that could well be reduced in figuring family 
requirements, since very few families would be composed entirely of such 
individuals. Moreover, the particular diet pattern specified in the Aiken 
Bill (S.1151) is not a minimum-cost adequate diet or even the well-known 
low-cost adequate diet of the U. S. Bureau of Human Nutrition and 
Home Economics; instead, it seems to be some sort of a compromise be- 
tween the Bureau’s low-cost diet pattern and its modern-cost diet pattern. 

(3) The National Food Allotment Plan proposed in the Aiken Bill in- 
volves all sorts of administrative difficulties, many of which seem to defy 
solution. These I will not discuss because of the limited time at my dis- 
posal. 

(4) I am personally opposed to a national food allotment program be- 
cause I regard it as an undesirable extension of governmental “hand- 
outs” on a class basis. I cannot accept the analogy which Schickele and 
others have drawn between this program and our public school system, 
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since our schools are open to rich and poor alike. While it is necessary to 
establish certain relief programs for the low-income classes, such programs 
should be kept to a minimum and limited to preventing distress. They 
should not be extended to provide large-scale hand-outs of food or clothing 
to those who might get along just about as well without the hand-outs. 
A very significant proportion of our low-income families appear to be fairly 
adequately nourished, both by clinical standards and by the higher (per- 
haps too high) nutritional measuring sticks. And it is my belief that this 
percentage could be raised just as effectively by the right kind of nutri- 
tional education—beginning with the children in the schools—as by an 
expensive, paternalistic, and in some degree pauperizing food allotment 
plan. 

Thus far I have said nothing about agricultural surpluses that might 
develop temporarily—as the result of declining demand in a sharp economic 
recession that the government proved incapable of preventing. Under such 
conditions, I believe that a greatly expanded program of food-consumption 
subsidization would be entirely appropriate, mainly as a depression-rescue 
measure for American farmers, though secondarily as a means of putting 
to some good use food surpluses that already existed. But such a program 
should not be put into operation until agricultural prices had declined 
substantially (although not drastically) from normal predepression levels. 
And the program should be labeled clearly to indicate its temporary na- 
ture as an anti-recession rescue measure. It should not be camouflaged as a 
“national nutrition program,” nor allowed to develop along lines that 
would encourage the production of recurrent surpluses. 


NUTRITIONAL ASPECTS AND FARM FAMILY NEEDS 
IN A FOOD AND NUTRITION POLICY 


Marcaret G. Rep 
U.S. Department of Agriculture 


My remarks relate to no one central theme but rather to some aspects 
of food and nutrition policy not covered by other discussants. 


The Interrelation of National and International Policies 


First I would like to consider briefly a criticism made yesterday of Dr. 
Schultz’ paper “International Trade and Food Policies,” namely that al- 
though he accepted better nutrition as one of the three goals to be achieved, 
he had nothing constructive to say with respect to its place in the inter- 
national program. , 

The most important parts of the U. S. nutrition program now largely 
past the controversial stage consist in the main of education, research 
including field studies of food consumption and nutritional status, enrich- 
ment of such foods as cereals and margarine, and school feeding. A pro- 
gram to distribute food and to increase purchasing power earmarked for 
food to those most likely to be malnourished was tried in the food stamp 
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plan, and a similar program has been proposed in the Aiken bill. Means of 
carrying through such programs are still in a very controversial stage. 

Education and research in nutrition now have a place in international 
policy in the program of the Food and Agriculture Organization. This or- 
ganization is also prepared to assist countries in evaluating needs and de- 
veloping suitable policies to raise the adequacy of diets. No international 
policy exists, however, for subsidizing food supplies to be sent to countries 
whose food consumption is at very low levels, except in emergency situa- 
tions. 

A policy of this kind might be accepted as a means of disposing of sur- 
plus foods only, or it might be genuinely directed to wiping out malnutri- 
tion wherever found. In view of the absence of an internal policy of the 
latter type in the United States, it seems hardly likely that such an 
international policy will get acceptance in the United States. On the other 
hand, subsidizing surplus foods for shipment to needy countries in order 
to maintain internal prices might find ready acceptance at least for a few 
years even though internal and external objections might later lead to its 
discontinuation. 

The question arises whether such disposal of “surplus” foods offers an 
important contribution to world nutrition. The answer seems to be “yes.” 
Although people’s need for food is independent of fluctuations in food 
supplies, the need for outside assistance for increasing food supplies is 
urgent in many countries. 

A policy to dispose of surpluses even though nutrition may be inci- 
dentally benefited is a far cry from a policy to eliminate malnutrition 
wherever it is found. It seems highly probable that such an objective in 
international policy must await its acceptance in major countries, espe- 
cially those called upon to make substantial contributions to such a world 
food program. 


The School Lunch Program 


Some of the benefits of the school lunch program as a means of improving 
nutrition have already been pointed out. It seems important to emphasize 
that school children tend to concentrate in families with low per capita 
income where the percentage with low diets tends to be high. 

The school lunch program is first and foremost a nutrition rather than a 
surplus disposal program. Its expansion in the next few years should increase 
food consumption somewhat and to that extent should reduce food sur- 
pluses. Moreover, if it continues unchanged through periods of low and 
high levels of employment, it will put a floor under at least a part of the 
market demand. Furthermore, some expansion of the consumption of 
foods in large supply, and some contraction in the serving of scarce foods 
may be possible under the program. In making such shifts, consideration 
should be given to nutritional effects and the limited acceptability of 
increased quantities of various foods because of food habits and facilities 
available in schools to store and prepare food. 
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Nutrition Research 


Dr. Maynard has already stressed the importance of research in a well- 
balanced food and nutrition program. More research is needed in order to 
understand more fully the factors causing the nutrients in foods to vary 
according to breeding, feeding, fertilizers, methods of processing or food 
preparation in homes and restaurants; to gain fuller knowledge of nutri- 
tritional needs, to learn much more of the incidence of subclinical malnutri- 
tion in all groups of the population, and to have more complete facts on 
present food consumption. Since 1935-36, no large-sample family dietary 
studies have been made permitting regional comparisons. Very limited 
information exists on the consumption of separate foods by income, family 
type, regions and seasons as a measure of potential demand. Studies of 
waste are needed to trace the flow of food through markets and into homes 


so that actual ingestion of nutrients can be estimated with a fair degree of 
accuracy. 


Farm Families in the Nutrition Program 


Food and nutrition policy with respect to farm families tends to focus 
on income improvement. This would undoubtedly promote better nutri- 
tion; so would nutrition research, education and school lunches insofar 
as these reach farm children. It seems important to give separate consid- 
eration to farm families, because of the mistaken notion widely held that 
producers of food must surely have good diets, and because ways of secur- 
ing better nutrition for farm families have certain unique features. 

The absence of data indicating incidence of dietary inadequacy among 
farm families led the BHNHE in the late spring and early summer of 1945 
to get data on food consumption for a 7-day period from a sample of open- 
country families in one county in Ohio and one in Georgia. The counties 
selected were a little below the average farm income for their respective 
regions as reported by the 1940 Census of Agriculture. This selection was 
made in order to have a sample adapted to the analysis of the differences 
in level of diet of families having low and moderate incomes and by types 
of tenure in Georgia. 

Some preliminary data are now available. In the Ohio county 22 percent 
of the families reporting had “poor” diets, that is having 70 percent or 
less, for one or more nutrients, of the recommended allowances of the 
National Research Council. In the Georgia county the percentages for 
white and Negro families were 31 and 63 respectively. Among the Georgia 
white families, 20 percent of the operators, i.e., owner operators and cash 
and share tenants, and 50 percent of the sharecroppers and laborers had 
“poor” diets. For Negro families the percentages were 47 and 73 respec- 
tively. These differences are in part due to income and family size. Al- 
though the sample is small, the evidence seems fairly conclusive that 
tenure as between operators and sharecroppers in Georgia is also an inde- 
pendent factor. 
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White operators in Georgia got 58 percent of their food from their farm! 
and white sharecroppers and laborers only 46 percent. Negro operators 
got 66 percent and Negro sharecroppers and laborers only 40 percent. 
The annual per capita dollar values of the farm-furnished food in the 
Georgia county were as follows: 


White Negro 


Operators $107 $98 
Sharecroppers 69 41 


An attempt was made to explore the ideas of families about their diets 
and factors affecting them. Families were asked why they weren’t getting 
enough of the foods. Shortages, expenses and “don’t raise” were the 
major reasons given. Among white families the percentage giving expense 
as a reason went down consistently with increase in family income. For 
Negro families the tendency was not so clear-cut. “Don’t raise” came first 
as a reason and was given by 28 percent of all white and 51 percent of all 
Negro families. 

Families reporting failure to get enough food because it was not raised 
was much higher among the sharecroppers and laborers than among the 
operators: 14 percent of the white operators and 44 percent of the share- 
croppers and laborers reported that they did not get enough food because 
they did not raise it. For the Negro group, the proportions were 35 and 56 
percent respectively. 

Families were further asked ““Why don’t you raise them?” (the foods 
needed). Lack of space was by far the most important reason given and 
was much higher among sharecroppers and laborers than among farm 
operators. Ten percent of the white and 5 percent of the Negro operators 
reported failure to raise foods needed because of lack of space. The per- 
centages for the white and Negro sharecroppers and laborers were 46 and 
53, respectively. 

Few people would contend that to transform sharecroppers to operators 
would lead all or even those who now might give lack of space as a reason 
for relatively low farm-furnished food, to expand such food to the level 
achieved by operators. Habits of long standing and lack of skills would 
only slowly be modified. But differences such as are shown in these studies 
point to the need, if nutritional levels of important segments of the popu- 
lation are to be raised, for change in tenure arrangements of sharecroppers 
that would permit and even encourage more farm-furnished foods. 


1 Farm furnished foods were valued at farm prices. 


ANNUAL BUSINESS MEETING 
AMERICAN FARM ECONOMIC ASSOCIATION 


DeEcEMBER 28, 1946, BENJAMIN FRANKLIN HoTEL 
PHILADELPHIA, PENNSYLVANIA 


Report of the President 


During the past year the Association has made good progress. We have 
not had the excitement (nor the work) of a prize contest. But the members 
of the Association have taken a very active hand in shaping our policies 
and programs. Our members are keenly aware of new economic develop- 
ments. They see the need of strengthening our research, teaching, and serv- 
ice work in agricultural economics. They have shown a remarkable willing- 
ness to make suggestions, to work on committees, to write papers, and to 
undertake other responsibilities for the Association. 

It has been a great honor to serve as your president. The cooperation 
of the members has made the job pleasant. I have no doubt that the 
Association will continue to grow, both in size and importance. 

I shall report briefly some of the main developments during 1946, and 
shall make a few suggestions to the members and to the incoming officers 
of the Association. 

Asher Hobson’s Retirement as Secretary-Treasurer. Asher Hobson informed 
us last year that he wished to retire as Secretary-Treasurer. He has 
handled this job for us well and faithfully for fifteen years. In this time he 
has doubtless done more hard work for the Association than any other 
person has ever done. His work has been without pay. As Secretary he has 
carried on extensive correspondence and has watched over the details of all 
Association arrangements with efficiency and with unfailing good humor. 
As Treasurer he has left the Association in a strong financial position. The 
Executive Committee felt that it could not ask Asher to give another 
fifteen years to this job, and reluctantly decided it would have to look for 
someone else. 

We are glad to report that Larry Norton has agreed to be nominated as 
Secretary-Treasurer. We feel that it is quite fitting that this key job 
should be assigned to a former president of the Association. 

Membership Poll. Early in 1946, I sent a questionnaire to all members 
to get their suggestions on several matters of Association policy. I got back 
about 300 completed questionnaires, supplemented by perhaps 50 letters 
and another 50 phone calls and conversations. The questionnaires, letters, 
and personal discussions gave your officers plenty of ideas to work on 
during the year. The program of this meeting reflects many of these 
suggestions. The choice of Larry Norton as nominee for Secretary- 
Treasurer is also in line with the views of the members. They suggested 
“d different possible candidates for the job. Larry was at the top of the 

ist. 

On the subject of annual meetings, our membership seems to be split. 
I shall discuss this subject next. First, I want to thank the members for 
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their excellent response, and to recommend similar polls in future years. 
Every member should have a chance to make suggestions—and to register 
kicks. 

Meetings. We have no clear mandate from the members concerning 
annual meetings. 

At least two major questions need to be decided: 

(1) Should we meet separately, or should we hold joint meetings with 
other associations? 

(2) Should we continue to meet during the Christmas holidays? 

On these two questions our membership seems to be sharply divided. 
About one-third of the members wants separate meetings; about one-third 
wants joint meetings; and about one-third wants to alternate, with joint 
meetings every other year. 

I strongly recommend that we try to arrange to meet with other social _ 
science associations at least every other year. Most of us cannot attend ~ 
several meetings a year. Yet we should be keeping in touch with develop- 
ments in general economics, in sociology, in statistics, and in other subjects 
related to our work. 

A majority of our members indicated a preference for meeting during 
the Christmas holidays. There were noticeable differences of opinion on 
this point, however. The college groups in the East and Midwest like the 
Christmas holiday date. Non-college members,-and those from the Far 
West want to change the date. 

This year we seriously considered meeting jointly with the American 
Economic Association and the American Statistical Association. This 
would have meant meeting in January at Atlantic City. We decided that 
this would not be practicable, and finally agreed to another separate meet- 
ing during Christmas week. With Christmas on Wednesday, this gives us 
only two days. We need at least three days for a good meeting. I apologize 
for the crowding of our program of last night and this morning. We could 
find no way to avoid this, and still provide a number of round tables and 
committee programs. 

We need a lot of round table sessions to get active participation from 
our young members. In fact, I wish our present program could have gone 
much further along that line. 

I hope we can have a three-day meeting in the future. The dates must, 
of course, be agreeable to the members. It does seem strange to me that 
many of our college people say they can not get away except during 
Christmas vacation. Evidently the general economists and statisticians 
can. Perhaps we need to work on the college presidents and deans. 

The Journal. The Journat is the one thing all members get for their 
$5 dues. It has always been worth the price. I feel, however, that we should 
be aware of a real improvement in the quality of Journaw papers this 
year. 

The improvement is due largely to the patient and understanding work 
of the editor, Warren Waite. 


Membership. We need more members. I have two suggestions for getting 
them: 
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(1) that we publish a directory listing the name and address of each 
member; and 

(2) that we distribute as widely as possible a short statement describ- 
ing the Association, and emphasizing that any interested person is eligible 
to join. 

Proposal for Joint Membership with the Western Farm Economics Associ- 
ation. The following proposal was worked out in correspondence with 
Marion Clawson, last year’s President of the Western Farm Economics 
Association: 

“1. Membership in both Associations to be available for $6 a year. Of 
this, $1.50 to go to the WFEA and $4.50 to the AFEA. 

2. Separate memberships to be available, as before, on the basis of 
$2.00 for WFEA and $5.00 for AFEA. However, both associations will 
encourage joint membership. 

3. Proceedings of the WFEA to be published in full and sent to all 
joint members and to members of WFEA. 

4. WFEA to have full responsibility for the publication of the proceed- 
ings of WFEA, to pay the cost of it, and to receive revenues from its sale to 
non-members. 

5. Members of AFEA who do not take joint membership shall continue 
to receive the JourNAL, but not the WFEA proceedings. 

6. President of WFEA to be a member of the Executive Committee of 
AFEA.” 

This outline is taken from a letter I wrote to Mr. Clawson on June 10, 
1946. Mr. Clawson presented it to the Western Farm Economics Association 
at its annual meeting in June. The proposal has since been accepted by 
the members of that association, subject to the acceptance of our own mem- 
bership. 

Phil S. Eckert, this year’s President of the Western Farm Economics 
Association, is here today and is prepared to discuss the proposal. 

I recommend that we accept the proposal for joint membership, and 
that we take whatever steps may be needed to put it into effect immedi- 
ately. Your Executive Committee has considered this proposal carefully 
and has approved it unanimously. 

Committees. It is not necessary for me to comment here on all six of the 
special committees that have been at work this year. Each of them has 
arranged a program for this morning, and will be prepared to report its 
progress. 

However, I should comment briefly upon one committee that I did ap- 
point, and upon another that I did not appoint. 

I did appoint a Committee on National Science Foundation Legislation. 
This was in line with a vote at the 1945 business session that we take 
appropriate steps to follow proposed legislation in this field and to keep 
our membership informed. In addition, I was recently made a member of 
a Social Science Research Council Committee on Research and the Federal 
Government. 

We will need your guidance on this matter. So far the social sciences 
have received little recognition in proposed bills. Should our Association, 
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either independently, or through the Social Science Research Council, help 
to get a better presentation of the need for Federal support to research in 
the social sciences? If so, what should we do, and what should we avoid? 

The committee I did not appoint is one to consider work to be done 
under the Research and Marketing Act of 1946. This subject is extremely 
important. I believe the colleges and the U. S. Department of Agriculture 
have the chance of a lifetime to develop a real, comprehensive program 
to improve the marketing of farm products and foods. Our association 
should take a very active interest in this matter. However, the plans of 
the U. S. Department of Agriculture and the colleges were not far enough 
advanced by last fall to give a committee much on which to work. 

Instead of appointing a committee on this subject, I arranged for a 
round table. It was held last night. Early in December I had a chance to go 
over plans with Leland Spencer and several members of his round table. 
I would like to urge the incoming officers of the association to appoint a 
committee or to take some other appropriate action to help the federal and 
State agencies develop a strong marketing program. 

On this matter, too, we should cooperate closely with the Social Science 
Research Council. That Counc‘! has expressed an interest in reviewing 
marketing research and in helping develop better work in this field. 
We welcome the help of the Council. Any marketing committee of this 
Association should work closely with the Council. 

Recognition of Special Merit. Your officers and Executive Committee 
have discussed for many years the problem of recognizing outstanding 
accomplishments in agricultural economics. The Distinguished Publication 
Award is one result. I think it has served a real purpose and should be con- 
tinued. 

But one award a year is not enough. I recommend that a small commit- 
tee be set up to consider more widespread recognition of special merit. 
One possibility that should be considered is that of designating a limited 
number of Fellows of the Farm Economic Association. If the committee 
finds that such a step is desirable, it should propose to the 1947 annual 
meeting appropriate measures for choosing an initial group of Fellows 
and for selecting additional Fellows from time to time. 

I am well aware of the danger that the designation of Fellows may, like 
honorary college degrees, become honors that are not earned and are given 
to old men, too late to do them any good. But I think we could guard 
against this by making sure from the start to include a reasonable propor- 
tion of young men and women in our list of Fellows and perhaps by declar- 
ing past presidents inelligible. 

(Signed) Freperick V. WaucH 


President 
Received and ordered printed in the JourNAL. 


Report of the Secretary-Treasurer 
I. The Fiscal Year Ending November 30, 1946 


Membership—At the close of the fiscal year the total membership of the 
Association numbered 1,448. This is the highest number on record. The 
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highest number for any previous year was 1,269 for the year 1939. It is an 
increase of 283 as compared to last year. The increase was general for all 
classes with the exception of United States libraries and firms. This was 
to be expected. The war had a depressing effect upon Junior and foreign 
memberships. The unsettled situation in the United States resulting from 
the war held down domestic individual membership numbers. The follow- 
ing tabulation gives the comparison by groups. 


Increase 
1946 1946 "46 over 
Individual Members. 965 835 130 
ens 79 10 69 
U.S. Libraries & Firms.................. 244 229 15 
Foreign Libraries & Firms................ 160 91 69 
1,448 1,165 283 


The above table does not include for either year, 35 subscriptions of the 
JOURNAL OF Farm Economics by the American Library Association for 
future distribution to libraries in foreign countries. 

Finances—The Association ended the year with a balance from opera- 
tions, of receipts over expenses of $1,972.83. This is a slight increase over 
the figure for last year. Operating income was up somewhat, and operating 
expenses slightly lower due to extraordinary expenditure in 1945, namely, 
the Farm Price Policy Contest, and the meeting of the Executive Com- 
mittee in Washington. 

The non-operating income—returns on investments—amounted to 
$1,164.46. This is some $385.00 lower than that of 1945. The decline is 
due to a loss of $379.94 on securities sold as compared to their market 
value at the close of the last fiscal year. The sale of securities during the 
year netted a gain of $2,140.13 when calculated on a cost basis. The 
Investment Policy Committee sold most of the Association’s stocks during 
the year under review. Consequently, the dividends received on most 
stocks were for periods of less than a year. The total net returns from op- 
erations, interest, and dividends, for the year were $3,137.29. The Associ- 
ation’s assets at the close of year were: 


U. S. Government Bonds, Market Value..............2eeeeeeees 9,805.00 

$52,646.96 


If stocks were calculated on a cost instead of a market value basis, the 
total assets would be $51,832.20. In other words, the stocks now held have 
a market value of $634.76 above their cost to the Association. A complete 
report of investment transactions during the year has been submitted to 
the Executive Committee. The details of this year’s operations are shown in 
the following table: 


342 ANNUAL Business MEETING 


OPERATING STATEMENT 
AMERICAN FARM ECONOMIC ASSOCIATION 
YEAR ENDING NOVEMBER 30, 1946 


Operating Income 1946 1945 
Receipts from Dues....... $7,091.99 
Back Numbers Sold. ..... 744.05 
Reprints Sold............ 333.99 
Advertising Sold......... 65.00 
$ 8,235.03 $ 7,405.74 
Operating Expense 
JOURNAL OF Farm Eco- 
NOMICS 
Vol. XXVIII, 4issues... $4,546.29 
3 reprints. 648.28 
$5,194.57 $ 3,952.68 
Clerical and Editorial Ex- 
Annual Meeting Expenses 186 .96 
Postage and Wires........ 166.67 
Best Article Award, 1945. . 100.00 
Back Numbers Purchased. . 67.00 
Office Supplies........... 60.19 
President’s Expenses, 1945. 30.59 
Price Policy Poll.......... 25.09 
Binding Farm Price Policy 
16.00 
Auditor’s Expenses, 1945. . 22.29 
Parity Concept Committee 21.60 
17.50 
Secretary’s Travel........ 17.13 
Addressing Envelopes... .. 11.76 
Safe deposit Box......... 4.20 
$1,067.63 
$ 6,262.20 $ 5,613.12 
Excess, Receipts above Operating Expenses.......... $ 1,972.83 $ 1,792.62 
Plus Non-operating Income 
Dividends and Interest, Stocks........ $1, 544.40 
Loss on Sale of Stocks under market 
value, December 1, 1945......... 379 .94 
$ 1,164.46 $ 1,549.86 
Total Excess, Receipts above Expenses.............. $ 3,137.29 $ 3,342.48 


FINANCIAL STATEMENT 
AMERICAN FARM ECONOMIC ASSOCIATION 
DECEMBER 1, 1946 


Assets 
Cash, Bank Balance................ $35 , 599 .36 
Stocks, Market Value............... 7,242.60 
Bonds, Market Value............... 9,805.00 


$52,646.96 $50,614.07 
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Proprietary Interest 
Net Worth December 1, 1945........ $50,614.07 
Plus Net Returns for Year 

1,972.83 
Increase Market Value, Bonds....... 30.00 
$53,781.36 

Decrease Market Value Stocks under 
December 1, 1945.............. 1,134.40 


$52,646.96 $50.614.07 


II. The Fifteen Year Period, 1932 to 1946 Inclusive 


The retiring Secretary-Treasurer thought it desirable to present a 
summary report covering his fifteen years in that office. 

Membership—Membership numbers have increased from 971 in 1932 
to 1,448 in 1946—an increase of 477. This is not a satisfactory record. It 
may be explained in part by the depression and by the war years. Member- 
ship numbers actually decreased from 1932 until 1934 inclusive. The 
same thing happened from 1941 to 1945, inclusive. No sustained member- 
ship drive has been conducted since our entry into the war. The one out- 
standing exception to this generalization is the untiring efforts of Mr. 
S. W. Mendum on behalf of the Association among government personnel 
in Washington. I take this opportunity to express publicly my apprecia- 
tion of Mr. Mendum’s assistance. The increased turn-over of membership, 
together with the shifting locations of active and prospective members 
did not furnish a fruitful environment for membership solicitation. With 
the return of more stability in locations and positions of prospective mem- 
bers, it seems likely that efforts to increase membership numbers will 
yield more gratifying results. The following table, by years and for classi- 
fied groups, gives the fluctuations in membership numbers for the period. 


MEMBERSHIP BY GROUPS, 1932-1946, INC. 


U.S. Foreign 

Year Total Individuals Juniors Libraries Libraries 

and Firms and Firms 
1932 971 675 163 133 
1933 906 622 157 127 
1934 941 613 197 131 
1935 1,088 739 199 150 
1936 1,120 765 198 157 
1938 1,229 * * * 
1939 1,269 889 214 166 
1940 1,248 898 209 141 
1941 1,255 919 207 129 
1942 1,027 707 41 202 77 
1943 1,117 806 23 214 74 
1944 1,102 767 17 227 91 
1945 1,165 835 10 229 91 
1946 1,448 965 79 244 160 


* Breakdown not reported for these years. 


3 
7 


344 ANNUAL Business MEETING 


Membership Handbook—The office of the Secretary-Treasurer issued in 
1939 a directory of members by name and post office address listed alpha- 
betically and in a separate listing classified by states and by countries. The 
directory should have been revised in 1941 or 1942, but here again the in- 
creasing tempo of shifts both in members and in their location made such 
a revision inadvisable until after the close of war activities. No doubt the 
new Secretary-Treasurer will give early consideration to the need for a 
new directory. 

Financial Policy—Dean W. 1. Myers turned over at the close of his term 
of office as Secretary-Treasurer at the end of 1931, a balance amounting to 
$6,788.68. This was a real start toward the Association’s present net worth 
of $52,646.96. Accumulations during thepast 15 years have been $45,858.28. 
($52,646.96 —$6,788.68). The sources of these accumulations were: 


Net Operating Revenues. $25 , 902.45 56.5% 
Interest and 14,708.67 32.1% 
Profits on sale of Securities................ 5,247.16 11.4% 

$45 , 858.28 100.0% 


The accompanying table gives the year to year increase in net worth, 
classified by sources of income. 


SOURCES OF NET INCOME, 1932-1946 INCLUSIVE 


Total Market 
Year Net Operations Price of h 

Income Securities 
1931 6,788 .68* $6 ,788 .68* 
1932 922.80 $ 526.68 $ 396.12 7,711.48 
1933 1,056 .34 737.94 318.40 8 , 767 .82 
1934 1,819.26 1,449.26 370.00 10, 587.08 
1935 3,201.78 2,048.18 404.65 $ 748.95 13,788 .86 
1936 2,708.61 2,251.92 456 .69 16,497.47 
1937 2,751.10 2,188.05 581.61 —18.56 19 , 248.57 
1938 3,029 .62 1,891.82 877.55 260 .25 22,278.19 
1939 2 , 867.52 1,981.56 818.11 67.85 25,145.71 
1940 3,180.70 1,986.57 1,194.13 28,326.41 
1941** —2,726.44 1,915.62 1,480.26 —6,122.32** 25,599.97 ** 
1942 2,725.66 1,274.85 1,544.78 —93.47 28,325.68 
1943 7,384.79 1,309.17 1,765.50 4,310.12 35,710.42 
1944 7,336.30 2,575.88 1,406.61 $353.81 43 ,046 .72 
1945 7,567.35 1,792.62 1,549.86 4,224.87 50,614.07 
1946 2,032.89 1,972.83 1,544.40 —1,484.34 52,646 .96 

$52,646.96 $25,902.45 $14,708.67 $5,247.16 


* Balance on hand at beginning of the 15 year period under review. 7" 
** Changed from cost to market value basis in determining value of securities. 


Printing Costs—The cost of printing the JourNau has increased from 
$2,933.82 in 1931, the year immediately preceding the period under 
review to $5,194.57 for 1946. This increase has been due in part to the in- 
creased size of the JouRNAL, in part to an increase in the total number of 
copies printed, and in part to increases in printing rates. Printing costs 
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were increased in 1942. Our printing contract is now up for revision of rates. 
The rate effective with the November 1946 issue amounts to an increase 
in the neighborhood of 20 percent. This places the average cost per volume 
slightly in excess of $3.00. 

Back Numbers of the Journal—The Association has a stock of 12,571 
copies of the JouRNAL, not including indexes and handbooks. The Associ- 
ation is able to supply complete sets with the exception of two numbers in 
the earlier volumes. These back numbers become increasingly important 
and their sale contributes substantially to the income of the Association. 

For purposes of the record, the back numbers on hand are listed by 
volume and number in the accompanying table. 


INVENTORY OF BACK NUMBERS OF THE JOURNAL OF FARM ECONOMICS 


Year Vol. No. Copies Year Vol. No. Copan 
1919 I 1 3 1929 xXI 1 171 
Q 6 Q 183 

3 1 3 179 

1920 I 1 19 4 186 
Q 9 1930 xII 1 133 

3 11 2 169 

4 9 3 161 

1921 1 0 
1 1931 201 

3 16 Q 159 

4 21 3 159 

1922 IV 1 4 133 
1932 XIV 1 248 

Q 228 

4 3 244 

4 318 

1923 1933 XV 286 
on Q 169 

ro 3 209 

4 232 

1924 VI 1934 XVI 1 288 
3 230 = 

3 935 

4 234 

1925 vil ; 4 1935 XVII 1 14 
3 41 

3 153 

4 121 

1926 VIII 1 32 1936 XVIII 1 93 
Q 55 

3 137 

4 97 

1927 Ix 1 99 1937 xXIx 1 243 
Q 83 Q 255 

4 267 

X 1928 1 246 1938 xx 1 144 
Q 98 Q 230 

3 88 3 187 

4 50 4 209 
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No. of No. of 
Year Vol. No. pies Year Vol. No Copies 
1939 XXI 1 200 1943 XXV 1 139 
229 3 76 
4 194 4 120 
1940 XXII 1 92 1944 XXVI 1 01 
2 96 
2 193 
3 66 
3 198 
4 162 4 69 
1945 XXVII_ 52 
1941 XXII 1 #4 2 7 
2. 150 3 47 
3 185 4 82 
4 150 1946 XXVIII 1 0 
2 7 
1942 XXIV 1 173 3 17 
2 73 4 141 
3 120 
4 158 12,571 


Future Financial Policy—One of the important questions now before 
the Association is that of future financial policy. Shall it be one of con- 
tinuing to build reserves, or shall it be one of expansion of Association ac- 
tivities at the-expense of increased reserves? This question has been raised 
from time to time in the Executive Committee, and I am sure it is one over 
which many members have pondered. It is my own reasoned conclusion 
that it was prudent to build our present reserves, and with these reserves 
the Association is now in position to expand its activities without the 
constant threat of insolvency. 

The reasons for building a reserve should be clearly stated. The Associ- 
ation has never been self-supporting from the standpoint of operating in- 
come: It would not be self-supporting today even with the income of its 
reserve added to operating income, if it paid for stenographic and secre- 
tarial services required by the President, the Editor, and the Secretary- 
Treasurer. The reserve has not been accumulated through reduced services 
to members. It has been built through subsidies by the institutions with 
which its Presidents, Editors, and Secretary-Treasurers have been con- 
nected. As the demands for clerical and secretarial assistance grow, it is 
not at all certain that these subsidies will be continued in whole or in part. 

During the past 15 years the size of the Journat has been increased 
from 676 pages in 1931 to 1,126 pages in 1946. The Association sponsored 
and defrayed the administration expenses of the Farm Price Policy 
Contest. It has established an award for the outstanding article appearing 
in the JourRNAL each year. It has published a membership directory, and 
in the war years in the absence of annual meetings, it financed meetings 
of the Executive Committee. In addition the Association has substantially 
increased its inventory of back numbers of the JourRNAL which will be- 
come of increasing value as time elapses. These increased activities are 
advanced as evidence that the officers of the Association and members of 
the Executive Committee have been keenly aware of their duty to furnish 
increased services to members. 
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While the building of a reserve has been the outstanding aim of the 
Secretary-Treasurer, it could not have been accomplished without the 
full support of the Executive Committee and the cooperation of the 
membership. For this support and cooperation, the Secretary-Treasurer 
is deeply grateful. He would be unmindful of his duty if at the same time 
he did not express his sincere appreciation to the other members of the 
Investment Policy Committee—A. C. Fiedler of the Northwestern Mutual 
Life Insurance Company, and W. H. Ebling of the Federal-State Crop and 
Livestock Estimating Service for Wisconsin—for their unfailing interest 
and helpful counsel. 

Expansion of Association Activities. If the Association is toembark upon 
a program of expansion, what lines should such an expansion follow? While 
the answers to this question must come from the Executive Committee, 
and receive the approval of the membership, I hope I may not be consid- 
ered out of order in offering a few suggestions. 

Proceedings Number of the Journal. Your Secretary-Treasurer has long 
felt that the Association should issue a Proceedings Number in addition to 
the four quarterly issues. The thought is that the four quarterly issues 
should be limited to a total of 800 pages and the Proceedings number to 
400 pages, making a total of 1,200 pages instead of the present 1,000 pages. 
There have been two considerations which have prevented the active 
promotion of this point of view. 1) The lack of a sufficient number of ac- 
ceptable articles to fill the four quarterly issues without increased efforts 
on the part of the editor, and 2) the added burden on the office of the editor 
in issuing a fifth number each year. Indications are that the voluntary 
contributions are now of sufficient quality and number to permit an in- 
crease of 200 pages for the four regular issues. The second handicap might 
be overcome by placing the responsibility for editing the Proceedings issue 
in the hands of the President, or in the hands of the President and his 
program committee, (the President and program committee who formu- 
lated the program upon which the specific Proceedings Number is based). 
At any rate the above suggestions are strongly recommended for consid- 
eration by the officers, the Executive Committee, and the members of the 
Association. 

Directory. It is believed advisable to issue a new directory at an early 
date. It would be helpful if the directory included in addition to the name 
and address of the member, the institution or firm with which he is con- 
nected, together with an indication of his principal field or fields of interest. 
These recommendations are passed along to the new Secretary-Treasurer 
for consideration. 

Special Grants Committee. The standing of the Association is probably 
such as to enable it to attract outside funds in modest amounts. Such 
funds, however, seldom come unless actively solicited. It seems opportune 
to create a committee with the specific task of soliciting funds from those 
who may be willing to further the work of the Association. Professor Norton 
in his presidential report last year, touched upon this subject. The work 
of this committee would in all likelihood, yield greatest results if the com- 
mittee sought support for specific projects which had previously been out- 
lined and approved by the Executive Committee. 
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Library Custodian. It is hoped that you will not dismiss as visionary the 
suggestion that the Association appoint a library custodian. The duties 
of this custodian would be that of collecting in the name of the Association 
and holding as the property of the Association, such publications in the 
field of Agricultural Economics as he is able to acquire. It is assumed 
that most of the acquisitions will be by gift. Certainly most, if not all 
members of the Association will be willing to contribute one copy of each 
of their publications—autographed. Assuming that the existence of the 
Association is in perpetuity (I make no other assumption), such a collec- 
tion at the end of 100 years would be exceedingly valuable, at least from a 
cultural standpoint. If the Association should ever establish permanent 
headquarters, which is not beyond the realm of possibility, such a collec- 
tion would be a prized asset. Agricultural Economics is a young discipline. 
Even so, most of the publications of its early workers are out of print and 
many are not to be had. If the project is worthy, it should be undertaken 
without delay. If undertaken, the custodian should report his acquisitions 
in the JouRNAL each quarter, probably in the notes section, and also render 
a report to the Executive Committee each year. While this proposal comes 
under the heading of expanded activities, it is put forward with the thought 
that its requirements in the way of funds would be slight. 

Revision of the Constitution. Our Constitution needs to be revised in 
order that it fulfill the growing needs of the Association. The Association 
has experienced difficulty with transfer agents in the sale of securities. 
Some transfer agents call for a copy of the Constitution or By-laws with 
specific reference to a provision granting authority to the Secretary- 
Treasurer to transfer title to Association property. Unfortunately there is 
no provision in our Constitution that specifically grants this authority 
to any officer of the Association. There should be such a provision. 

If you approve the proposal of a closer relationship with the Western 
Farm Economic Association, provisions will need to be made in the Con- 
stitution for this move. 

Honoraria. This proposal may seem odd coming from one whose main 
efforts during the past 15 years have been those of discouraging expendi- 
tures on the part of officers of the Association, but the time has come 
when the Association may well consider the advisability of allotting each 
year a fixed sum of modest proportions to the office of the President. Under 
existing regulations the President is reimbursed only for postage, wires, 
and telephone expenditures, incurred in conducting Association business. 
The President should have at his disposal a sum sufficient to meet emer- 
gencies such as convening the Executive Committee or convening some 
special committee dealing with pressing problems which demand the 
Association’s immediate attention. 

The Editor is allotted not to exceed $250.00 per year for editorial and 
clerical assistance—if actually expended. The Editor is also allowed travel 
expenses incurred in connection with the annual meetings. The $250.00 
allotment might well be increased. 

The only reason the Secretary-Treasurer is not included in these pro- 
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posals is that existing regulations cover fairly well incidental expenses 
connected with his office. These have been kept to a minimum, but under 
a policy of expansion the Secretary-Treasurer should feel free to follow a 
more liberal policy with regard to expenditures by his office. 


These suggestions are put forward with the realization that the adoption 
of all of them would probably increase expenditures to a point exceeding 
receipts. They are proposed with a view to stimulating discussion which 
may be used for promoting wise selection. It is appreciated further that 
others may have equally useful proposals. 

May I close this report with the conviction that the policies adopted 
will be in the best interests of the Association, and at the same time, 
express the hope that your Executive Committee will attempt to maintain 
its reserves, and limit expenditures to current income. 

Respectfully submitted, 
AsHEr Hosson, Secretary-Treasurer 


Report received and ordered printed in the JouRNAL. 


Report of the Auditor 


In accordance with the request of the President of the American Farm 
Economic Association, I have examined the accounts of the Secretary- 
Treasurer for the year ending November 30, 1946. All entries were checked 
against supporting vouchers and found in agreement. The assets of the 
Association were checked by examining bank statements and checking the 
securities owned by the Association. 

The books of the American Farm Economic Association for the past 
year have been neatly and efficiently kept, and I certify that the financial 
statement made by the Secretary-Treasurer reflects the financial situation 
of the Association as submitted by his records. 

Respectifully submitted, 
Wa ter H. Auditor 


December 20, 1946 
Report accepted as read. 


Report of the Editor 


During the past year there were exactly one hundred different persons 
who had contributions in the way of articles, discussions, notes or reviews 
published in the Journat. The number of contributed manuscripts in- 
increased during the year relative to the two preceding years, and was 
ample to more than fill the space allotted to the Editor. The Editor is sub- 
ject to censor from the Executive Committee for exceeding his allotted 
space. Late in the year the publishers announced with reluctance that due 
to rising costs they would have to charge more for the publication of the 
JouRNAL. The increase amounts to about 20 percent. 

These changes have raised some questions of policy. There is a conflict 
between rising costs and increasing demands for space. The Executive 
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Committee has met the problem by authorizing four regular issues of the 
JOURNAL as well as a Proceedings number in 1948. This will provide for 
more space for contributed articles, although at the same time increasing 
the duties of the Editorial Office. It is hoped that members and others 
will contribute sufficient articles of merit to warrant full utilization of this 
space. 

A review of the Journat for the past two years makes it evident that 
the Editor must insist upon some reduction in the length of the longer 
articles. The average length of articles this past year was 15 pages. This 
was an increase of one page over the preceding year, and 1.7 pages over 
1944. The increase is largely chargeable to the Report of the Committee 
on the Adjustments of Southern Agriculture and three articles which ex- 
ceeded thirty pages in length. The difficulty with curtailing the length 
of articles is that it involves a considerable amount of editorial time 
unless each paper is returned to the author with a blanket suggestion that 
it be cut down in length. Careful work here may provide space for one or 
two additional articles. The note section got most out of hand with an 
increase in average length of note from about 4 pages in 1945 to 7 pages in 
1946. Notes are naturally more difficult to shorten than articles. 

The Journat this yearincluded 1,142 pages. Approximately seventy-six 
percent of this space was devoted to articles and about twelve percent to 
notes and the remainder to annual reports, news notes, the index and 
advertising. There were 57 articles, 21 notes and 22 reviews. The division 
of the printed matter during the year was as follows: 


Articles 


. News Annual 
Issue including Notes Reviews Other Total 
Items Report 
February....... 397 11 4 412 
A 147 48 18 7 _ 4 224 
August......... 186 39 16 8 _ 7 256 
November...... 129 60 34 8 — 19 250 
» 859 147 68 23 ll 34 1,142 


The selection of the outstanding article of the year was made in the 
same manner as last year. The membership was provided with a printed 
ballot, and together with the information from this ballot and the opinions 
of a committee composed of F. V. Waugh, F. F. Hill, E. C. Young and the 
Editor, the selection was made. The variety of interests of the membership 
is again indicated by their balloting on the outstanding article. Every arti- 
cle except two in the regular issue had at least one vote from the member- 
ship as being among the best three articles published during the year. 
There were twelve papers in the proceedings issue that received no vote. 
The second year’s experience with the membership vote and the selection of 
the award article emphasizes the difficulties of the inclusion of the Nov- 
ember issue in the group of articles to be considered. Consideration will be 
given to its inclusion in the following year. 

The Editor wishes to acknowledge the cooperation of the Editorial 
Council throughout the year and the assistance of the Associate Editors. 
Professor E. Fred Koller was on leave during a portion of the year, but 
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we were fortunate in securing Professor Rex W. Cox to assume his duties. 
We urge the members to continue to support the JourNau with contribu- 
tions and to inform us of prospective sources of outstanding contributions. 
Respectively submitted, 
Warren C. Waite 
Editor 
Report accepted as read. 


Report of the Executive Commitiee 


The following minutes of the meeting of the Executive Committee of 
December 26, 1946, were reported at the business session for the informa- 
tion of members. 

The report of the Investment Policy Committee is accepted, and the 
Executive Committee expresses its appreciation of the excellent manner in 
which the investments of the Association have been handled during the 
past 15 years. The Secretary is instructed to send a copy of this resolution 
to each of the members of the Investment Policy Committee. 

The Executive Committee authorizes the purchase at the expense of the 
Association of 100 reprints of the Secretary-Treasurer’s report. 

The Executive Committee authorizes the travel expenses of the newly 
elected Secretary-Treasurer and his secretary to Madison, Wisconsin to as- 
sume charge of the books and records of the office of Secretary-Treasurer. 

The Secretary-Treasurer is authorized to enter into arrangements for 
the establishment of a local chapter of the American Farm Economic 
Association at Clemson Agricultural College. 

The Secretary-Treasurer is authorized to continue the Association’s 
membership in the American Institute of Cooperation and to pay the 
annual dues of $25.00 per year. 

The Executive Committee authorized the signing of a new printing con- 
tract at increased rates with the George Banta Publishing Company. 


The following proposals are submitted by the Executive Committee to 
the membership with the recommendation that they be adopted: 

The Executive Committee recommends that starting with the year 1948, 
the JouRNAL or Farm Economics contain five issues; to consist of a Pro- 
ceeding’s issue of not over 400 pages, and four regular issues not to exceed 
800 pages for the four issues, making a total of not to exceed 1200 pages 
for the five issues. 

Unanimously approved. 

The Executive Committee recommends that the Association enter into 
a joint membership arrangement with the Western Farm Economic Asso- 
ciation on the following basis: 

1. Membership in both associations to be available for $6.00 a year. Of 
this $1.50 is to go to the Western Farm Economic Association, and $4.50 
to go to the American Farm Economic Association. 

2. Separate memberships to be available, as before, on the basis of $2.00 
for the Western Farm Economic Association, and $5.00 for the American 
Farm Economic Association. However, both associations will encourage 
joint membership. 
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$. Proceedings of the Western Farm Economic Association to be pub- 
lished in full and sent to all joint members, and to the members of the 
Western Farm Economic Association. 

4. Western Farm Economic Association to have full responsibility for 
this special proceeding’s issue, to pay the cost of it, and to receive rev- 
enues from its sale to nonmembers. 

5. Members of the American Farm Economic Association who do not 
take joint membership shall continue to receive the JouRNAL, but not the 
special Western Farm Economic Association proceeding’s issue. 

6. The President of the Western Farm Economic Association to be a 
member of the Executive Committee of the American Farm Economic 
Association. 

It is further recommended that the constitution of the American Farm 
Economic Association be revised in a manner which will provide for these 
arrangements. 

Approved unanimously. 


Revision of the Constitution 


The Executive Committee recommends that the sentence in italics be 
added to Article ITI of the constitution. Article III would then read: 


ArticLe III 


Membership—The membership shall consist of persons interested in 
Farm Management and Farm Economics. 

Associations of ten or more members in a state or region may be recog- 
nized by the Executive Committee as local chapters of the American Farm 
Economic Association. Such locals may admit as members only person who 
are members of the American Farm Economic Association but they may 
admit associate members on such conditions as they desire. 

The Executive Committee may enter into arrangements for joint member 
ships with other regional and national associations interested primarily in 
promoting the field of agricultural economics. 

Amendment to Article III approved. 

The Executive Committee recommends that the phrase and sentence in 

italics be added to Article IV. Article IV would then read: 


ArtTICcLE IV 


Organization—The officers shall be a President, two Vice-Presidents, 
and a Secretary-Treasurer, who shall be elected for one year, and who shall 
serve until their successors shall qualify. In case of incapacity of the Presi- 
dent to act, the Vice-President receiving the highest number of votes shall 
act as President. 

The Executive Committee shall consist of the active officers, the latest 
three past Presidents, and may include the President of any national or 
regional association with which the American Farm Economic Association has 
entered into joint membership arrangements. It shall appoint annually the 
Editor of the Journat or Farm Economics. It may adopt rules and regu- 
lations for the conduct of its business not inconsistent with the constitu- 
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tion of the Association, or with rules adopted at the annual meeting. It 
shall act as a committee on time and place of meetings, and perform such 
other duties as the Association shall delegate to it. 

There shall be a standing committee on investment policy with respect to 
Association funds. The Secretary-Treasurer shall be a member of this com- 
mittee. He shall have authority to acquire, sell and transfer property for the 
Association. The actions of this committee shall be subject at all times to 
review by the Executive Committee. 

The President, Vice-Presidents, and such other members as the President 
may appoint shall constitute a committee on the preparation of a program 
for the annual meeting. The President shall act as chairman of this com- 
mittee. 

Special committees may be appointed in accordance with the needs of 
the Association. Special committees and the investment committee shall be 
appointed by the President with the approval of the Executive Committee. 
Amendments to Article IV approved. 


Report of Election Tellers 


We the undersigned members of the committee of election tellers do here- 
by certify that we have counted the ballots turned over to us by the Presi- 
dent, and that: 

(1) There were a total of 512 ballots cast and counted, and that 

(2) The following were elected officers for the year 1947: 

President—Asher Hobson 
First Vice-President—Stanley W. Warren 
Second Vice-President—Marion C. Clawson 
Secretary-Treasurer—L. J. Norton 
(Signed) Martin ABRAHAMSON, North Carolina 
(Signed) Paut J. FrnpLen, Washington. D.C. 
(Signed) Grorcre W. Westcott, Chairman, Massachusetts 


Report of Committee on National Science Foundation 


In response to a resolution passed at the 1945 annual meeting, this com- 
mittee was appointed to keep the membership informed of developments 
concerning the proposed foundation and to protect the interests of the 
Association in respect to this matter. The committee was constituted as 
follows: George H. Aull, Asher Hobson, O. B. Jesness, H. R. Wellman, and 
L. J. Norton, Chairman. Considerable correspondence took place among 
members of the Committee, a news note reporting on the legislative status 
of the bills relating to this foundation was prepared and printed in the 
JOURNAL, and a round table was arranged for the annual meeting. The 
Committee wishes to thank the President, F. V. Waugh and Dr. Paul Web- 
bink of the Social Science Research Council for advice and counsel. The 
Committee has no extended report to make. Its members agree that, if the 
federal government launches a broad program of support of basic research, 
adequate provision should be made for work in the social sciences, and 
that, while the Committee does not need to be continued, the Association 
might well designate some individual to follow up developments in con- 
nection with this matter. 
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So far as actual developments are concerned the bill creating the foun- 
dation was not enacted by Congress and, if the matter is revived in the next 
Congress, new bills will have to be introduced. 

L. J. Norton, Chairman 


Other Business 
RESOLUTION SUBMITTED BY SHERMAN E. JoHNSON 


Asher Hobson, who has served as Secretary-Treasurer of the American 
Farm Economic Association for 15 years, is now retiring from that position. 
During this period he has devoted a generous portion of his time and tal- 
ents to the performance of the many administrative and professional duties 
that could be performed only by a person intimately familiar with the af- 
fairs of the Association, and sincerely interested in its progress. 

WHEREAS, individually and as an organization we have benefited 
from this unselfish service to the Association, 

THEREFORE, be it resolved that we recognize his outstanding con- 
tribution to the financial and professional progress of the Association by 
expressing our heartfelt thanks for the service he has rendered and by mak- 
ing this resolution a part of the minutes of this meeting. 

Resolution unanimously adopted. 


MINUTES OF MEETING OF EXECUTIVE COMMITTEE 


DEcEMBER 28, 1946 


Mr. Warren C. Waite was appointed editor of the Journat or Farm 
Economics for 1947. 

In order to furnish transfer officers of corporations with the necessary 
evidence that the Secretary-Treasurer is authorized to transfer securities 
in the name of the Association, the following resolution was authorized. 


“RESOLVED, that the Secretary-Treasurer who is also Chairman of the Invest- 
ment Policy Committee, be and is hereby authorized and empowered, for and in 
the name and on behalf of this Association to take any and all such steps, and to do 
any and all such things, as may be necessary, required, and appropriate for, or in 
connection with the purchase, acquisition, acceptance, handling, pledging, sale, or 
other disposition of stocks, bonds, and other securities belonging to the Association 
or pertaining to its business, including the execution and delivery for and in the 
name and on behalf of the Association, of any and all endorsements, transfer and 
assignments of certificates of stock, bonds, or other securities standing in the name 
of this Association, either for the purpose of sale or transfer, and all such other steps 
and action as may be necessary or proper in connection herewith.” 


The Executive Committee authorized the President: 


(1) To appoint a committee to obtain contributions to be used for 
awards in recognizing outstanding research work in the fields of agricul- 
tural economics. 

(2) To appoint a qualified person as Library Custodian with duties as 
outlined in the Secretary-Treasurer’s annual report presented on December 
28, 1946. 


Discussion of annual meeting program ensued. 
L. J. Norton, SECRETARY 


ANDREW BOSS 
1867-1947 


One of the most outstanding careers in public service to agricul- 
ture in the history of the nation was brought to a close with the 
death of Andrew Boss on January 13th 1947. Born and reared on a 
Minnesota farm he entered the Minnesota School of Agriculture in 
1889 and graduated with its second class in 1891. His ability and 
industry in his student days won for him the position of University 
Farm foreman immediately on graduation. He was appointed as- 
sistant agriculturalist in 1894, promoted to associate professor in 
1902 and in 1905 was elevated to a full professorship and made 
chief of the division of Animal Husbandry. In 1910 he was made 
chief of the division of Agronomy and Farm Management (later 
Agronomy, Farm Management and Plant Genetics). In 1918 he 
was appointed Vice-Director of the Agricultural Experiment Sta- 
tion. When the farm management work was transferred to the 
newly created division of Farm Management and Agricultural 
Economics in 1928 he was relieved of routine administrative work 
in the division in order to devote more time to the work of the ex- 
periment station. He still continued to teach in the new division 
until his official retirement in 1936, thus rounding out more than 40 
years of teaching in the School and College of Agriculture and the 
Graduate School of the University of Minnesota. He was called 
back to active duty for most of 1944 to serve as Associate Director 
of the Experiment Station while a member of the staff was on over- 
seas duty with the Army. 

College records do not list an extended series of letters after the 
name “Andrew Boss.” It is true he did not have the formal credits 
required for the conventional earned degrees but it was no secret 
that he could without difficulty have passed with distinction the 
final examinations for the highest degree in several fields. Lack of 
formal schooling did not mean lack of education in his case. His 
honorary degrees, a Doctor of Science from Kansas State College 
in 1927 and a Doctor of Science from the University of Minnesota 
in 1945, recognized rather than added to his stature as a teacher, 
research worker, administrator, public servant and citizen. 

A charter member of the American Farm Economic Association 
and a guiding spirit in its formative days, he served as president in 
1915. His contributions to this JouRNAL cover the span of years 
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from 1911 when his first article appeared in the proceedings to 1945 
when, on invitation of the editor, he presented a most stimulating 
historical review entitled “Forty Years of Farm Cost Accounting 
Records.” 

The contributions of Andrew Boss to agricultural science were so 
diverse and varied as to be astounding in an age of narrow special- 
ization. He achieved mastery in several distinct fields. He took an 
active part in initiating crop breeding research. He was a pioneer 
in organized research in farm management and in developing 
courses in this field. He developed the first courses in the country 
in both meats and farm machinery. The American Society of Ani- 
mal Production recognized his contribution by having his portrait 
hung in the Saddle and Sirloin Club in 1929. He was active in or- 
ganizations to improve agriculture and a member of many scientific 
professional and honorary societies. His list of publications is long 
and impressive. His books include an early text in farm manage- 
ment and four texts (with colleagues) for agricultural high school 
use. Retirement did not mean inactivity as shown by the fact that 
a comprehensive text “Farm Management: Principles and Prac- 
tice,”” of which he was senior author, was in press at the time of his 
death. 

Perhaps the most striking characteristic of Andrew Boss was his 
ability to find the key problems of agriculture, to organize research 
to solve them, and then to bring the solution into practical use. He 
was ever alert for new problems. He knew, as few others did, how 
most effectively to organize the methods of scientific research to 
solve these problems. What is even more significant was his rare 
talent in visualizing how the solution fitted into the farmers’ pro- 
gram. He had a faculty for translating the technical terminology of 
science into the vernacular and experience of the man on the farm 
in a way which led to acceptance as sound practice ideas which 
otherwise might have been dismissed as “book farming.” No man 
was so constantly in demand as a speaker at farmers’ meetings and 
certainly none commanded a wider farmer acquaintance or more 
universal respect among them. 

His long and fruitful life included service in a wide range of ac- 
tivities with governmental and private agencies. He helped reor- 
ganize the farm management work of the Bureau of Agricultural 
Economics. He was state director of the Agricultural Adjustment 
Administration prior to retirement. He was chairman of the Board 
of Directors of the Farm Credit Administration, Seventh District, 
at the time of his death. His local church and its state organization 


ANDREW Boss 357 


honored him with elections to the highest positions within their 
power. He was president of the local bank in his community and 
was prominent in many civic and community activities. He saw 
clearly that society needs good men as well as scientific knowledge 
and did his full share in developing and inspiring leaders. 

The high esteem in which the community held Andrew Boss is 
evidenced by the fact that the three daily newspapers of Minne- 
apolis had editorials regarding him when the news of his death was 
reported. One of these commented “the truly grand old man of 
Minnesota agriculture is gone.” It also noted that “what will be 
missed most is the stimulation which he always spread. Even at 79, 
he was young-minded and inspiring.” Another editorial said “the 
death of Dr. Boss has taken from Minnesota a man of vision for 
the future and a background which cannot be replaced readily.” 
The third appropriately concluded that “his death ends a fruitful 
career of farm leadership and service which could be matched by 
few of his contemporaries.” 

Those of us who worked with him (no one ever worked under him 
for he was ever a leader, not a driver) will miss his wise and friendly 
counsel. Our relations with him were primarily personal, and only 
secondarily official. Always unselfish and self-effacing his efforts 
were unceasingly devoted to the development and advancement of 
his associates. Gifted with a retentive mind few of the thousands of 
students and colleagues with whom he worked were ever forgotten 
by him and needless to say, none ever forgot him. His memory 
will long be a source of encouragement and inspiration for the host 
of fellow workers and former students who were privileged to share 
his acquaintance. 

These lines about Abraham Lincoln by Edwin Markham were 
used as a part of the funeral sermon because they apply so well to 
Andrew Boss: 


“The color of the ground was in him: the red earth; 
The smack and tang of elemental things; 
The rectitude and patience of the cliff, 
The goodwill of the rain that loves all leaves; 
The friendly welcome of the wayside will; 
The courage of the bird that dares the sea; 
The gladness of the wind that shakes the corn; 
The pity of the snow that hides all scars. 
He held his place— 
Held the long purpose like a growing tree— 
Held on through blame and faltered not at praise.” 


G.A.P. 
O.B.J. 
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Joint memberships in the American Farm Economic 
Association and the Western Farm Economic Asso- 
ciation are available at $6.00 per year, under the 
arrangements authorized at the last annual meeting 
of the Association. Separate memberships are availa- 
ble as before on the basis of $2.00 for the Western 
Farm Economic Association and $5.00 for the Ameri- 
can Farm Economic Association. Joint members will 
not only receive the JOURNAL OF FarM Economics 
but also the Proceedings of the Western Farm Eco- 
nomics Association. Joint memberships may be 
arranged through the Secretary of either Association. 
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